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Wang Ruowang on Politics of Three Gorges 
Project 


94CM0074A Hong Kong CHENG MING [CONTENDING] 
in Chinese No 193, 1 Nov 93 pp 48-50 


[Article by Wang Ruowang (The United States): “Three 
Gorges Project and Party Culture’—First paragraph is 
Wang Ruowang’s introduction] 


[Text] The Three Gorges Project has started with the final 
approval of Deng Xiaoping, Li Peng and others to serve 
the needs of putting politics in command of everything for 
the party culture. The proposal to develop the Three 
Gorges Project is actually aimed at setting people’s minds 
at rest and diverting their discontent with what happened 
after the “4 June” Incident. This project is destined to end 
up in three disastrous ways. 


China is determined to develop the Three Gorges Project. 
The resettlement of the people in the 13 counties along the 
Chiang Jiang has already begun. I cannot say much about 
this project since I am not an expert in water conservancy, 
and I have been driven out of the country. Nevertheless, I 
am quite familiar with the CPC party culture of scores of 
years. The process from the early evaluation to the final 
decision in developing the Three Gorges Project precisely 
shows a vivid sample about the influence of the party 
culture. There are many things that make people indignant 
and heave a deep sigh. I would like to inform my fellow 
countrymen about them in this article. 


Knowing the Present by Reviewing the Past 


During the 40 years when the Communist Party of China 
ruled the country, all party leaders invariably loved to 
develop large projects and exaggerate. There are some 
well-known examples from the Mao era, such as steel- 
making in backyards, overtaking Britain in 15 years, and 
realizing Communism after three years. (The practice of 
everyone eating from the same big pot, which means 
communism, was proposed in 1958). 


Also, there was the Sanmen Gorge Water Conservancy 
Project along the Yellow River. The party ordered the 
project, because it wanted to make the water in the Yellow 
River clear with Chairman Mao’s hands so that the 
prophesy that “when a sage emerges, the water in the 
Yellow River becomes clear” left from the ancient times 
would be fulfilled by Chairman Mao. At that time, the 
whole party regarded the development of the Sanmen 
Gorge Dam as a political task of top priority. However, the 
Yellow River is still filled with murky water today when 
the sage has already been dead for more than 10 years. The 
Sanmen Gorge, clogged with silt, has become a cynical 
mockery of the greatest sage in the world fantasy! 


Mao’s successor Hua Guofeng realized that it was hard for 
him to exercise leadership, because he lacked political 
capital. He sought to score more economic achievements 
to make up for his political weakness. Thus, he made 
magnificent plans to build ten enterprises such as the 
Baotou Iron and Steel Complex and another ten oil fields 
such as the Daqing Oil Field. Later, his mistake was seized 
by Deng Xiaoping, who sneered and called it a “foreign 
leap forward.” Later Hua Guofeng was kicked out of the 
Political Bureau together with his bold remarks. 





POLITICAL 1 


The Chinese Communist leaders love to talk and act big, 
but not because they are conceited or they have the 
personal temperament of loving to brag. The projects they 
choose to develop are not really conducive to the national 
economy or the people’s livelihood. They are aimed at 
heightening or consolidating their political authority. This 
is the purpose of putting politics in command of every- 
thing. Deng Xiaoping criticized Hua Guofeng for pro- 
moting the foreign leap forward, but he himself cannot 
jump out of the eccentric ring of history. If political leaders 
are elected by the people, they must pay full attention to 
the will of the people, and the tenure of their offices is 
limited. They would not commit such errors. This is the 
first main point of the party culture. 


Raising a hue and cry on the mass media and winning 
warm applause from the people is half way to success for 
the Chinese Communists. They attach great importance to 
propaganda work. They do not take into consideration in 
advance the difficulties they may encounter as well as the 
consequences. Deng Xiaoping’s suggestion to “cross a 
river by feeling the stones” is a brief outline of this mode 
of thinking. Therefore, most of China's projects in eco- 
nomic construction have a fine start but poor finish. There 
are some projects where a great deal is said, but no action 
is taken. In some cases, they cannot find the stones, while 
in other cases, they have not got into the water yet. The 
aforementioned is the second main point of party culture 
in economic construction. 


The Three Gorges Project for hydroelectric power genera- 
tion was vetoed when Mao Zedong and Zhou Enlai were in 
power. Why does this project resurface again, after 1989? 
We are able to understand the situation better if we study 
the first and second main points of the party culture. Deng 
Xiaoping, Li Peng, Zou Jiahua and others have made the 
final decision to develop the Three Gorges Project under 
this kind of historic background, because they need to 
serve the need to put politics in command of everything. 
As far as 1989 is concerned, the Chinese Communist 
leadership regard it as a bad year. The “4 June” butchery 
was followed by the collapse of the Soviet Union and 
Eastern Europe. Faced with troubles at home and abroad, 
the Chinese Communists found themselves isolated and 
helpless as never before. It was at such a time that they 
proposed developing the Three Gorges Project. On the 
surface, they claimed that power shortages were the road- 
block in increasing production and deepening reform 
(Quoting Zou Jiahua’s words), but actually the project ts 
aimed at setting the peoples’ minds at rest and diverting 
them from their discontent with reality. This mentality of 
“singing a grand Beijing opera for the people” is similar to 
that of working hard to host the 2000 Olympic Games in 
Beijing. 


Referring to Zou Jiahua’s remarks, | said at a gathering 
held in the Silicon Valley near San Francisco on 15 August 
1992 that “the Chinese Communists hope to extricate 
themselves from their predicament by developing the 
Chang Jiang water conservancy project. The result will 
invariably be a suicidal policy bringing calamity to the 
country and the people. Actually, China 1s not short of 
electric power. Power shortage problems can be solved by 
adopting other measures. What China needs badly ts 


2 POLITICAL 


democracy and human rights.” (Local newspapers have 
carried reports on my speech). 


Understand the Present To Better Predict the Future 


Those at the top act arbitrarily and turn a deaf ear to all 
negative views. To meet requirements in accordance with 
the second main point of party culture, it is necessary to 
mobilize the whole party to ensure that public opinion 
from the top to the bottom throughout China is in confor- 
mity with the party central committee. All those with 
different political views are criminals, and enemies. 


First of all, a leader sets up a plan at a meeting. (Deng 
Xiaoping always makes the final decision). Then he mobi- 
lizes a group of experts to rig up all the arguments to prove 
the brilliance and correctness of the party central com- 
mittee. There was a water conservancy expert at the 
Qinghua University—Professor Huang Wanli [7806 8001 
6849]. Prior to the development of the Yellow River 
Sanmen Gorge Dam during the Mao era, he wrote a letter 
to the government organization in charge of the project to 
oppose the development of the project. For this, he was 
labeled a rightist and deprived of his right to speak. A 
campaign was whipped up in the 1990’s to develop the 
major Chang Jiang water conservancy project. Huang once 
again wrote a letter to voice his opposition. He was turned 
down. He sought to go through legal proceedings against 
the project. Naturally he was totally ignored. Another 
water conservancy expert wrote a letter, suggesting 
building five to six medium hydroelectric power stations 
in different locations along the tributaries of the Chang 
Jiang, which would be able to generate electricity within 
five years. The greatest advantage of this project is that all 
places of historic interest and scenic beauty would remain 
intact while improved navigation along the Chang Jiang is 
insured. This plan was rejected by Li Peng and others who 
love to talk and act big. They held that the disadvantage of 
the plan is that it cannot solve all the problems at one fell 
swoop; nor can it demonstrate the superiority of socialism. 
Here we have once again run into the party culture 
“roadblock.” 


To ensure uniformity in all mass media throughout the 
country, all newspapers and journals are forbidden to print 
any Opposition views. They also are not allowed to print 
letters from readers who question the project. When 
experts and Hong Kong reporters conducted on-site 
inspection tours, they were invariably briefed in advance 
about the project and the “tremendous achievements” 
after the completion of the project. (We cannot but admire 
the painstaking efforts made by those who advocate the 
project. They fear that the Hong Kong news media would 
differ with the party central committee in opinion.) 


When the 1992 National People’s Congress [NPC] was 
prepared to adopt the motion on the Three Gorges Project, 
a scale model of the project was put on display outside of 
the conference hall, and the Chinese Communist leader- 
ship whipped up a frenzy inside and outside of the con- 
gress for the project. They did not expect that one-third of 
the deputies would still vote against the project or abstain. 
This was the first time in the history of the NPC that its 
role as a rubber stamp was overshadowed. One of the NPC 
Standing Committee members, Huang Shunxing, held a 
press conference, saying that there are more disadvantages 
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than advantages in developing the Three Gorges Project. 
He also said that the Chinese Communist officials made 
him angry by exerting pressure on the NPC deputies. 
Naturally newspapers did not report on what he had said. 
Later, the Chinese Communists expelled Huang Shunxing 
from the NPC without making him lose his face. 


From this we can see that the entire process in the 
development of the Three Gorges Project is soaked with 
the poisonous juice of the party culture. The party culture 
is a product which combines autocracy with class struggle. 
It sharply conflicts with any effort to make policy decisions 
with a democratic and scientific approach. The Three 
Gorges Project is one of system engineering which goes 
beyond the century. (A dam with the highest elevation of 
175 meters in the world.) Falsehood and subjectivism have 
no place in any scientific undertaking. In addition, most of 
the people working on the project are laymen or cadres 
who blindly follow orders. Right now, the qualities of the 
cadres are much worse than those who built the Sanmen 
Gorge Dam during the Mao Era. 


When a vice minister of Water Conservancy and the chief 
responsible person of the corporation in the development 
of the Three Gorges Project assumed his post, he said: “We 
plan to cut short the time to dam the river by one year so 
that it will happen at the same time as the return to China 
of sovereignty over Hong Kong. The year 1997 will be a 
year of double celebration.” “I hope that comrades in the 
department carrying out preparatory work for the project 
will work conscientiously and boldly. Even if they make 
mistakes, | will naturally assume the responsibility,”’ he 
added. We like to ask a question: Why is it necessary to 
drag together the occasions of damming the Chang Jiang 
and the return of Hong Kong’s sovereignty to China? The 
authorities in Beijing are thinking about recovering Hong 
Kong ahead of schedule. Does this mean that the date for 
damming the Chang Jiang will also be moved up so that it 
will happen in the same year as Hong Kong's return to 
China? Besides, people in Hong Kong do not feel that 1997 
is a year for celebration. In the “year of double celebra- 
tion,” for what do we celebrate? During the past dozens of 
years, China had always selected “1 July” or “1 October” 
to start or finish any construction project or to launch a 
new ship as a sign to make contributions to the party. To 
complete a project or launch a new ship on a certain date, 
workers have been asked to hurry up and work overtime at 
the sacrifice of quality. As a result, such practice often 
causes landslides, major setbacks and even deaths. | 
remember that when the telegraph building in Shanghai 
was completed in 1987, the leadership chose the party's 
birthday to celebrate the occasion. However, workers did 
not have enough time to install the elevator. As a result, a 
customer wanted to use the elevator, but got himself killed. 
To fulfill a political task, a joyous occasion thus ended as 
a funeral. In addition, local newspapers were not allowed 
to report the incident. 


When the aforementioned official said that “I shall natu- 
rally assume responsibility,” his tone was magnanimous, 
but actually he would not be held responsibile. There are 
hundreds of different types of work on the work site. If 
workers at the lower levels have problems, do all of them 
need to ask the commander-in-chief on the work site to 
solve them ? The work site covers an area about dozens of 
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li in diameter. If anything goes wrong in terms of quality, 
how does the commander-in-chief at the top know who has 
caused all this? As soon as this anonymous person in 
responsibility opened his mouth, we knew that he was 
deeply poisoned by party culture. This kind of person can 
be an outstanding cadre in doing political work, but he is 
definitely not a man of action. As the responsible person 
for the project, this vice minister mentioned nothing about 
quality first. He was only responsible to Li Peng and Zou 
Jiahua. He did not assume responsibility for the lives and 
properties of millions of residents along the Chang Jiang. 
No wonder disastrous things happen! 


We can p edict the future if we carefully examine what is 
happening right now. The Three Gorges Project is destined 
to end up in the following three disastrous ways: 


1. Chan,es for the worse, such as ecological imbalances 
and dropping of the groundwater level, take place after 10 
to 15 years of hydroelectric power generation at the Three 
Gorges Dam; just like the Aswan Dam which caused mass 
desertification in the lower reaches of the Nile River. 
Egyptians now regret what they had done in building the 
dam. 


2. Due to the improper handling of the silt problem, the 
water level in the section of the Chang Jiang between 
Chongqing and Yichang will continue to rise just like what 
happened at the Sanmen Gorge Dam. 


3. The tragedy caused by the burst of the Gouhou Dam in 
Qinghai on 27 August which killed more than 400 people 
serves as an advance warning from God to Li Peng, Jiang 
Zemir ‘ind Zou Jiahua that whenever work is not properly 
done in strict accordance with specifications in a certain 
location in a huge systems engineering project, an irreme- 
diable dam burst would occur when torrential floods come 
down from the hilly areas in late spring and early summer. 
This will be a catastrophe beyond redemption. 


POLITICAL 3 


Compatriots Are Responsible for Stopping the Chinese 
Communists’ Wanton Behavior 


In one of his poems, Mao Zedong seemed to foresee this 
catastrophe. In his poem “Kunlun” (source of the Chang 
Jiang), he wrote: “In summer days, your melting torrents, 
Flood the streams and rivers, 

Turning men into fish and turtles, 

Who has passed judgement on the good and ill, 

You have wrought these thousand autumns?* 


Who are the chief culprits who will cause this terrible 
tragedy? If these several future historic criminals do not 
wake to reality by now, there will be people who compile 
the list of those who stay condemned through the ages. 


Obviously a catastrophe now looms over the vast land of 
China, while the Beijing authorities stubbornly cling to 
their own stand. How can the Chinese people let them act 
blindly and recklessly? All those who are concerned over 
the fate of the motherland should express themselves. 
They should write letters to the National People’s Con- 
gress, the CPC Central Committee and the State Council; 
launch a signature campaign; or send appeals to the 
Ministry of Water Conservancy and party and government 
organizations to express their views peacefully. They must 
call for efforts to stop developing the project, resettling 
people and inviting tenders abroad, because this is a major 
event which will involve the lives and properties of mil- 
lions of people and thoroughly destroy our beautiful moth- 
erland like what happened in the struggle against the “four 
olds” [old ideas, old culture, old customs and old habits]. 
Every compatriot who is concerned about China and its 
people is responsible for stopping the Chinese Commu- 
nists from acting wildly in defiance of the public opinion. 
The Chinese people should not allow the Chinese Commu- 
nists to do what they please and remain silent like what 
they did during the Cultural Revolution. 


4 ECONOMIC 


NATIONAL AFFAIRS, POLICY 


Ideas for Revamping State Ownership System 


94CE01404 Chongqing GAIGE [REFORM] in Chinese 
No 5, 20 Sep 93 pp 18-29 


[Article by Research Group on “An Overall Design for 
China’s Economic System Reform,” headed by Wu 
Jinglian (0709 2417 8834): “Basic Ideas About the Estab- 
lishment of a New System for Macrocconomic Regulation 
and Control and Management of State-Owned Assets”’] 


[Text] The 14th Party Congress clearly stated the goal for 
China’s economic system to be the building of a socialist 
market economy system. I believe that in order to realize 
this goal, we should institute as quickly as possible associ- 
ated tax, fiscal, and financial system, as well as conduct 
investment control system reform to provide a basic 
framework for the attainment within three to five years of 
a national macroeconomic regulation and control system 
in the socialist market economy. At the same time, we 
should actively promote reform of the state-owned assets 
control system to lay the foundation for a new equity rights 
system in which public ownership is paramount in the 
operation of the market economy. 


1. Intensification of taxation, fiscal, finance and banking 
and investment control system reform and moving ahead 
with state-owned assets control system reform is urgently 
required for the building of a socialist market economy to 
solve deep-seated problems in development of the nation's 
economy. 


Since 1992, China’s reform, opening to the outside world, 
and modernization have entered a new era. The overall 
reform and development situation is good, but some 
deep-seated contradictions and problems remain in the 
operation of the economy. One is that an effective macro- 
economic regulation and control system and microeco- 
nomic restraint systems have yet to be built; thus, a new 
round of high growth of total social demand is in the 
offing. Second, demand inflation and structural imbal- 
ances exist at the same time. Improvements to the product 
mix, the industrial structure, and the irrational enterprise 
organizational structure have not been great. Structural 
inconsistences further complicate overall balance. Third, 
despite the rapid economic growth, overall economic 
returns remain not very high. State-owned enterprises’ 
losses continue high, and a serious problem exists with 
enterprises delaying payment of their obligations. Fourth, 
the fiscal and financial situations are grim; thus, the 
central government macroeconomic regulation and con- 
trol capabilities are extremely weak. On the one hand, the 
trend is toward an increase in the central government fiscal 
deficit, the government being able to obligate only approx- 
imately 38 billion yuan each year for the capital construc- 
tion of key projects. Government is unable to change the 
seriously backward state of basic sectors. On the other 
hand, structural readjustment pressures are transferred to 
the banks. This intensifies the trend toward greater gov- 
ernment underwriting of credit. Central bank difficulties 
in controlling the main throttle valve of total money 
supply adds to inflationary pressures. 


The current economic situation suggests that inflation has 
begun to appear. Naturally emergency actions will have to 
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be taken at once to deal with it in order to prevent a 
deterioration of the economic situation. However, grim 
realities indicate that given the existing institutions, the 
effect of the actions we are able to take will be limited. 
Thus the root causes of large scale economic ups and 
downs will remain. During the near term, a basic action 1s 
to accelerate macroeconomic system and enterprise system 
reforms, readjusting the benefits stimulation mechanisms 
in enterprises, and governments at all levels, improving 
risk limitation mechanisms, and provide the policy tools 
needed for indirect macroeconomic regulation and control 
for the building of macroeconomic systern that realizes 


policy goals. 


The existing macroeconomic system suggests the main 
reasons for the foregoing inconsistencies and problems to 
be as follows: 


The problems with the tax system are manifested mostly in 
a narrow tax base, too great a dependence on processing 
industries, and inability to respond to sources of revenue, 
all of which make for unstable fiscal revenues. Second, 
taxation plays too great a role in the readjustment of the 
industrial structure and enterprises under different owner- 
ship systems. Tax policies have too great a bias, thus, the 
various taxable items and tax rates are too complex and the 
tax burdens are not equal. Third, the overly biased revenue 
policies not only render the attainment of policy goals 
difficult, but they damage the unity and the coherence of 
the tax system, thereby opening many loopholes for tax 
evasion and tax cheating, which increases tax collection 
and administration difficulties. 


Neither the existing “fiscal contracting’ nor the 
impending fiscal system of “contracting tax sharing” pro- 
vide an institutional basis for regularizing financial distri- 
butions between the central government and local govern- 
ments. First of all, the division of fiscal revenues is still 
according to administrative subordination, which 1s detri- 
mental to the separation of government administration 
and enterprise management. Second, an overly large per- 
centage of turnover taxes, which have a substantial impact 
on the economic structure, go to local jurisdictions. This 
results in redundant construction and vying among jurts- 
dictions for high speed growth, which intensifies economy 
fluctuations and regional separation. In addition, the hag- 
gling and the strict guaranteeing of base figures associated 
with fiscal contracting produce a regressive mechanism in 
central government fiscal revenues in which the central 
government lacks financial strength, and the ability of the 
central government to apply fiscal measuresto adjust the 
structure becomes weaker and weaker. Finally as the 
economy grows, growth of fiscal revenues slows. During 
the “real estate craze’ of 1992, enterprise profits 
increased, and industrial growth reached 20 percent, but 
land-use revenues and income tax revenues declined for 
the period January through October, while product taxes 
increased only 5.2 percent. Moreover, the overly rapid 
increase in fiscal expenditures causes a widening of fiscal 
policies. Fiscal revenues that are lower than production 
increase has become a serious problem in 1993. During the 
first quarter of the year, fiscal revenue growth amounted to 
only one-half the increase in GDP, and only one-third the 
increase in industrial production. 
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The functions of the finance and banking system are ill 
defined and lacking in vitality. First, the central bank 
carries too heavy a responsibility for readjusting the eco- 
nomic structure. Some of its expanded administrative 
tasks frequently conflict with its goal of controlling total 
demand. Second is too great reliance on administrative fiat 
to regulate and control the money supply, and the central 
bank’s lack of policy tools for indirect regulation and 
control of money makes effective and flexible readjust- 
ment of total demand difficult. Third, the operating mech- 
anism of the specialized banks have a strong administra- 
tive coloration. They lack vitality, and they have numerous 
accounts pending, unpaid debts, and bad debts. The 
quality of their assets has declined further. Therefore, 
whenever total demand inflates excessively, both effective 
monetary policy tools and a finance and banking system 
that can attain monetary policy goals are missing. These 
banks continue to have no choice but to rely on adminis- 
trative fiat and command style methods to control total 
demand. The result is they can neither control money 
outside plan nor can they prevent damage to key construc- 
tion projects covered by state plan. 


The planning system has yet to break free from controls on 
microeconomic activity. Static control methods for 
achieving equilibrium in planning are still adopted, a 
substantial amount of effort going into the setting of 
norms, the apportionment of investment, project 
approvals, and sharing foreign exchange. Ability to inte- 
grate macroeconomic policy methods in a comprehensive 
way is weak. 


Investment decision-making authority is still too greatly 
centralized in government departments at all levels. Con- 
trol methods continue to be mostly administrative fiat, 
control of scale, and project examination and approval. 
The most conspicuous problem is that investment project 
decision making, fund raising, construction, production, 
and »peration, as well as debt repayment, are divorced 
from each other. A mechanism is lacking for spelling out 
responsibilities and for limiting risks. This leads to ill- 
advised investment, redundant construction, and low 
returns that causes serious waste. With the further dereg- 
ulation of prices, operation of the economy—particularly 
the degree to which enterprises’ operating activities will be 
oriented toward the market—will accelerate greatly. 
Failure of macroeconomic system reform to keep up will 
mean that frictions between the existing control system 
and enterprises or markets will become worse and worse. 
This will directly impair sustained and steady national 
economic growth. Therefore, further intensification of 
macroeconomic regulation and control system reform has 
become an urgent necessity in the building of a market 
economy and in ensuring the nation’s steady, high speed 
economic growth. 


Delay in reforming the state-owned enterprise equity 
system is one of the basic reasons for the various economic 
problems mentioned above. So long as state-owned enter- 
prise equity rights are unclear, there is no separation of 
government administration and enterprise management, 
and the limits of authority are not spelled out, formation of 
genuine market entities will be difficult. Enterprises 
cannot be expected to react fully to macroeconomic regu- 
lation and control signals. Only enterprises whose equity 
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rights are clear, who make their own operating decisions, 
and who are responsible for their own profits and losses 
can be the nucleus for a market economy. However, effort 
to reform enterprises’ operating mechanisms entirely from 
the microeconomic angle cannot fundamentally cnange 
this situation. Thus, reform of the state-owned assets 
control system is needed, rebuilding the state-owned enter- 
prise equity rights system by transforming the state-owned 
enterprise equity structure. 


2. The Basic Pattern of the New System of State Macro- 
—— Regulation and Control, and the Goals of System 
Re 


We have the following tentative ideas about the goals, 
basic functions, division of labor among various sectors, 
and the goals of system reform that take into account both 
the requirements for a market economy and the state of 
China’s economic development. 


A) Main Goals of State Macroeconomic Regulation and 
Control: The main goals of state macroeconomic regula- 
tion and control are to regulate total demand, and to 
ensure economic stability and growth, as well as to balance 
international receipts and expenditures; to remedy short- 
comings of the market mechanism so as to be able to 
provide public products and services to society, regulate 
income distribution, ensure social equality, and promote 
balanced regional development, and to adopt appropriate 
industrial policies in order to advance structural improve- 
ments and increase total supply capabilities. 


B) Basic Pattern of the Functional Division of Labor of 
Main Macroeconomic Policies. Regulation and control of 
total supply is achieved mostly through monetary policy, 
and through appropriate readjustment of the economic 
structure and fiscal methods. Industrial policies are largely 
functional policies. Too wide ranging tilt policies are not 
used since the goal is to promote change and upgrading of 
the economic structure. The tax system is gradually 
moving in a neutral direction. 


This basic pattern has the following several components: 


First, the main functions of the taxation system are to 
provide the government with a steady revenue base and to 
create a fair environment for market competition. Taxa- 
tion policy mostly regulates the distribution of income. 
Taxation policy is gradually changing awaya from the use 
of preferential taxation policies to allocate resources; ulti- 
mately, taxation will become neutral. Thus, for a fairly 
long time to come, indirect taxes—mostly added value 
taxes—will predominate. Land taxes and resources taxes 
should also hold an important position. Enterprise income 
taxes will decline as a percentage of all taxes, and the 
position of the individual income tax will gradually rise, 
ultimately becoming one of the main kinds of taxation. A 
transition will be made gradually from mostly indirect 
taxation to direct taxation. In order to ensure a broad tax 
base and steady revenues, a fairly high percentage of 
indirect taxation, such as added value taxes, is currently 
necessary. However, added value taxes are taxes levied on 
key element income. They differ fundamentally from 
turnover taxes such as product taxes. The added value tax 
can ensure steady revenues from a wide range of sources 
while avoiding the double taxation of the turnover tax and 
the structural distortions. 
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Second, The main function of the fiscal system is to use 
the redistribution of fiscal revenues and the use of 
government funds to promote balanced regional devel- 
opment; to provide public infrastructure and social 
services to sustain long-term, steady, and balanced eco- 
nomic growth; and to use fiscal policy to regulate the 
level of total demand. Exercising this function requires 
institution of a standard tax distribution system that 
spells out the powers and fiscal authorities of the central 
and local governments so as to ensure the active interest 
of both parties. When organizing fiscal revenues, the 
central government must have the lion’s share, this 
apportionment serving as the foundation for building a 
system whereby the central government transfers pay- 
ments of fiscal revenues to local government, thereby 
increasing the central government’s regulation and con- 
trol capabilities. Performance of this function requires 
the building of a new long-term financing system for 
policy purposes that relies on the state’s credit to attract 
funds to be used over a long period, the state paying 
compensation for their use, these funds being used for 
the building of infrastructure and basic industries 
requiring a long period for recovery of capital. This 
forms a new fiscal system that is fairly able to normalize 
relations between the central government and local gov- 
ernment, that fairly equitably balances fiscal capabilities 
between one region and another, and that effectively 
adjusts the economic structure. 


Third, The central bank is a key player in the finance and 
banking system. The central bank’s monetary policies are 
important means of macroeconomic regulation and con- 
trol. Monetary policies are basically restraining policies 
who goal is to stabilize the currency as a precondition for 
ensuring total supply capabilities. The central bank must 
exercise supervision and control over banking and safe- 
guard the financial order; however, it must not interfere in 
the business of the specialized banks, much less, may it 
directly perform the business of the specialized banks. The 
central bank may no longer use the granting of credit for 
policy reasons for direct readjustment of the economic 
structure. Its functions require the building of a highly 
skilled and highly efficient central banking system, devel- 
opment of nationwide and regional commercial banks, and 
the establishment of special banks that function to meet 
policy needs. 


Fourth, the main function of the planning system is the 
study of long-term strategy, the drawing up of long-term 
plans and industrial policies, and making economic devel- 
opment forecasts and providing overall balance. Doing 
this requires a new concept of planning, improvement of 
planning methods, and a change in the work focus of 
planning units. 


Fifth, The almost complete deregulation of prices has 
given rise to a price formation mechanism in which the 
market decides prices for the most part. The state’s pricing 
policy consists of mostly the following: support prices for 
basic agricultural products, and regulate and control prices 
in sectors where a natural monopoly exists, the overall 
price level and industrial monopolies regulated and con- 
trolled through overall demand policies and monopoly 
regulation measures. 
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3. Basic Tasks in Reform of the Macroeconomic 
Regulation and Control System, and Steps To Be Taken 
for Their Implementation. 


A) Tasks in Tax System Reform and Steps To Be Taken for 
Their Implementation 


(1) Need to build a new tax system that has a broad tax 
base, in which tax burdens are fair, and in which collection 
and administration are efficient. 


Establishment of a new tax system requires readjustment 
of the current turnover tax structure, changing the current 
turnover tax system of one tax for domestically owned and 
another for foreign owned enterprises, and regularizing the 
turnover tax system. It also requires changing the separate 
enterprise income tax that 1s based on whether an enter- 
prise is Chinese for foreign owned, and separate income 
taxes for Chinese citizens and foreign citizens, establishing 
a uniform enterprise income tax and individual income 
tax. The land tax and the resources tax should be broad- 
ened; tax burdens should be made more equitable, prefer- 
ential tax policies should be revamped; and ways to collect 
a uniform social security tax should be studied. 


Accomplishing the above tasks will require a new tax 
structure that not only provides a broad tax base, ensures 
steady revenues, and causes little darnage to industries, but 
also provides considerable choices of taxes to divide up 
between the central government and local governments in 
the regularization of the tax sharing system. In addition, a 
standard added value tax, and a uniform income tax 
provide conditions for effective collection and administra- 
tion of tax revenues. Once the new tax system is in place, 
every effort must be made to make fiscal revenues a greater 
percentage of national income than they currently are. 


(2) Carry out tax reform and price reform more or less in 
tandem. 


Simultaneous with regularization of the added value tax 
should be corresponding readjustments of the range of 
products covered by the product tax. Since raising prices or 
decontrolling prices of basic products results at once in 
either overly low or overly high product taxation rates for 
basic sector processing industnes, readjustment of the 
product tax becomes an urgent task of primary impor- 
tance. The tax on a small number of luxury goods should 
be retained, and redesignated an excise tax. A one or two 
tier tax rate added value tax should replace the tax on other 
products. Uniform tax rates should be promoted across the 
board, calculation and collection of the added value tax 
should be regularized, and uniform receipts that show the 
tax paid or deducted should be used. These methods 
should be used to establish a new pattern of indirect taxes 
as a substantial percentage of all taxes to ensure steady 
fiscal revenues. 


At the same time, in the handling of distributions between 
the state and state-owned enterprises, taxes and profits 
should be separated, indebtedness repaid after taxes, and 
profits distributed after taxes, in addition to which the 
summarization of experiences should be used as a basis for 
perfecting debt repayment and profit sharing methods. 
Uniform fiscal accounting standards should form a basis 
for merging the Chinese owned and foreign owned enter- 
prise income tax to bring tax rates into line in fact as well 
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as in name, and the Chinese and foreign personal income 
tax should be made uniform as well. 


Reform of the land tax and the resources tax, broadening 
the application of the land and resources tax to regulate 
differential revenues from primary products following 
price decontrol. In view of the current development of the 
real estate sector and development zones, land taxes 
should be reformed at once. Taxes should be levied on land 
sales, land use, land trading, and land appreciation to 
increase fiscal revenues and ensure equitable distribution 
of social resources. 


* Re-examination of tariffs, integrating this task into 
domestic tax system reform and with requirements 
for entering GATT for timely readjustment and 
reform of tariffs. Nominal tariff rates should be 
reduced gradually, all item reductions and exemp- 
tions controlled, the current very low actual tariff 
rates and the overly high nominal tariff rates funda- 
mentally changed. Currently, China’s nominal tariff 
rate averages 22.5 percent, but because of various 
reductions and exemptions, the actual import tanff 
rate averages only about 10 percent. This is lower 


than the average 14 percent rate of developing coun- 
tries. 


Separation of national tax collection agencies and local tax 
collection ne. First of all, for the sake of centraliza- 
tion and iency, everything possible should be done to 
centralize in the central government all tax legislation that 
is under national government control, then turn over to 
local government for collection the kinds of taxes that local 
government can collect more efficiently, local taxation 
then being expanded somewhat. Local government shouid 
be given some right to legislate local taxes. Central govern- 
ment and local government tax collection agencies should 
be set up to keep strict control over tax reductions and 
exemptions. Turnover tax contracting or contracting in a 
disguised form must be resolutely halted. 


B) Tasks and Steps To Be Taken in Reform of the Fiscal 
System 


(1) Standardizing the tax sharing system, building a system 
for revenue transfer payments, and building a system for 
long-term financing of projects of a policy nature are basic 
tasks in system reform. 


Standardization of the tax sharing system requires clarifi- 
cation of government functions at all levels, authority 
defined on the basis of function, and payments made on 
the basis of authority. The general principle for defining 
authority ts that each level of government will not meddle 
in the operation of enterprises. In the division of powers 
between the central government and local Spee the 
central government is to be responsible for ensuri 

bility of the social order, and ensuring uniformity in 
markets throughout the land. It is additionally responsible 
for important economic structural tasks such as the 
building of a national infrastructure that cuts across 
regional lines, and for readjustments in the regional and 
industrial sectors. Local governments are responsible for 
matters directly related to local social and economic devel- 
opment, principal of which are social services including 
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basic local facilities, environmental clean ups and scien- 
tific, educational, cultural, and health matters, local rev- 
enue distribution, and social insurance policies, as well as 
promotion of the development of commercial and other 
tertiary industries, and improvement of the investment 
climate. 


Standardization of the tax sharing system also requires 
determination of central government and local govern- 
ment revenues. In the organization of revenues, the central 
government must have the lion's share. In defining the 
kinds of revenues that go to the central government and 
local governments, the current contract system for sharing 
revenues must be changed. In the division of income taxes, 
the division of revenues on the basis of the administrative 
subordination of enterprises must be demolished, and 
turnover taxes cannot be invariably shared jointly by the 
central government and local governments. The pooling of 
taxes must be reduced or eliminated. 


Definition of the expenditures and revenues of govern- 
ment at all levels should form the basis for the central 
government's concentration of some revenues for use in 
balancing local governments’ fiscal capabilities. A system 
should be set up whereby the central government makes 
transfer payments of fiscal revenues to local jurisdictions, 
i.e., the central government concentrates appropriate 
amounts of fiscal revenues for the subsidization of dif- 
ferent areas according to set standards (such as population, 
nature of the terrain, and per capita GNP). 


Building of a new long-term financing system for policy 
purposes. The basic function of long term financing for 
policy purposes is to enhance the building of infrastruc- 
ture, making up for the shortage of budgeted funds. The 
main sources of financing for policy purpose are funds for 
which compensation is paid such as postal savings, retire- 
ment funds, and government bonds. Central government 
treasury offsetting of financing costs provides assurance 
that improves financing conditions. The main fields of 
financing activity are basic public facilities, basic indus- 
tries, and long-term export credits that take a long time to 
recoup capital, produce low profits, and pose high risks. 
Public projects from which it is impossible to recoup 
investment through profits are paid for by fiscal budget 
gratis investment. The government financial sector may no 
longer meddle directly in the financial activities of state- 
owned enterprises. Financial accounting systems that 
closely meet international standards have been promul- 
gated, and the role of independent accountants is 
becoming stronger, therefore, fiscal department agencies 
responsible for running state-owned enterprises’ fiscal 
affairs should be abolished, and the functions of fiscal, tax, 
J State assets administration units should be straight- 
out. 


(2) Fiscal system reform measures should be coordinated 
with price and tax reforms, reform of the revenue sharing 


system conducted step by step. 

¢ Concomittant with price and taxation reform, subsi- 
dization of losses incurred for policy reasons should 
be phased out. 


Reform of the standardized tax ay ay should be 
done in two steps. In view of the difficulty of defining 
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power and establishing a transfer payments system, 
receipts should be handled before expenditures. As a first 
step, fiscal expenditure base figures at all levels should be 
frozen, reform conducted in step with reform of indirect 
taxation and the income tax, and the relationships between 
the central government and local governments on revenues 
changed first. Inasmuch as different kinds of taxes have 
different effects on the economic structure and fiscal 
revenues, and bearing in mind collection and administra- 
tion capabilities, the following tax sharing pattern should 
be established for several main forms of taxation: Excise 
taxes, added value taxes, tariffs, and major resources taxes 
to revert to the central government, business taxes, real 
estate taxes, and social security taxes (or program evalua- 
tion and review funds) to revert to local governments. 
Once the income tax has been regularized, revenues from it 
may be jointly shared or revert to local governments. Local 
government shortfalls between receipts and expenditures 
should be subsidized out of the central government trea- 
sury. In addition, reforms for the separation of tax collec- 
tion agencies should be carned out to set up two separate 
tax collection and administration systems. Second is the 
setting of expenditure base figures and the make-up of 
expenditures on the basis of power, simultaneously setting 
up a regularized system by which the central government 
can make transfer payments to local governments, the 
central government using this system to equalize the 
financial resources of different jurisdictions and to subsi- 
dize backward areas. 

Simultaneous with reform of the tax sharing system should 
be improvement of the redundant fiscal budgeting system. 
Applicable functions of fiscal units and planning units 
should be readjusted or merged for the formation of 
long-term fiscal financing plans. Policy purposes banks 
such as import-export banks and development banks 
should be established as institutions for long-term 
financing for policy reasons. 


C) Financial System Reform Tasks and Steps for Carrying 
Them Out 


(1) Perfection of the central bank's macroeconomic regu- 
lation and control mechanism, setting up a highly skilled, 
highly effective central banking system with primary level 
branches in the major administrative regions. The central 
banks should apply indirect regulation and control 
methods to control currency and regulation and control 
total demand. 


¢ The central bank should gradually replace control of 
the money supply with control of total credit, 
changing its primary reliance on limited direct credit 
for gradual implementation of indirect macroeco- 
nomic regulation and control. This means using its 
own funds, buying up or selling off government 
bonds, changing rediscount rates, and adjusting 
interest rates to control basic money, thereby 
attaining the goal of control total money supply. 


Readjustment of the People’s Bank organizational struc- 
ture, eliminating branches and sub-branches below the 
primary branch level, and setting up one or more national 
commercial banks and regional banks. The business of 
transporting currency and the clearing business should be 
handled by commercial companies. 
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Cutbacks on the range of central bank activities, turning 
over matters done for policy reasons to banks set up for 
that purpose. The People’s Bank should no longer handle 
special loans, nor should it finance nonbanking financial 
institutions. The central bank should actively promote 
open market business, gradually increasing the per- 
centage of government bonds among the central bank’s 
assets. Simultaneous with the government's halting of 
overdrafts on the central bank and the establishment of 
banks that function for policy purposes, postal savings 
may be used as a source of funds for long-term financing 
for policy reasons. 


(2) Establishment of banks to meet policy needs and the 
development of commercial! banks. 


Vigorous reduction of loans granted for policy reasons, 
establishment of banks to meet policy needs, and making 
loans granted for policy reasons a part of the system for 


long-term policy-related financing. 


Separation of specialized banks’ policy purposes business 
from its regular business, determining the organizational 
structure for specialized banks, and reforming their finan- 
cial systems and labor wage systerms to make them real 
commercial banks. 

Exercising control over the ratio between assets and liabil- 
ities of commercial banks, as well as controlling assets nsks 
and liquidity, encouraging commercial banks to engage in 
competition, using competition to impel the banks to 
improve their services. 


(3) The basic tasks in foreign exchange system reform are 
to make the renminbi freely convertible within certain 
limits for ordinary international current account receipts 
and expenditures (including the repatriation of profits 
from direct invesiment in foreign trade, posts and telecom- 
munications, communications, and transportation). and to 
reduce administrative interference in the use of foreign 
exchange. 


¢ First is a change im the way in which the central 
government uses foreign exchange. Except for foreign 
exchange needed for special purposes such as national 
defense and foreign exchange, which the state sup- 
plies at the posted price, all foreign exchange to be 
supplied at the negotiated price. 


Acceleration of exchange rate reform, merging different 
exchange rates into a single one and developing foreigr 
exchange markets. This should be followed by foreign 
exchange retention, exchange rates being allowed to fluc- 
tuate, thereby making the renminbi freely convertible 
within certain limits for current accounts 


(4) Separation of the banking and the securities business. 
independent'y supervising and controlling the securities 
business. 

A) Basic Tasks in Reform of the Investment System and 
Steps for Carrying Them Ont 


(1) Setting up an investment system having different 
categories of control. 
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Construction projects may be divided into three genera! 
categones on the basis of the field of investment, recovery 
of investment. and the profits to be made. 


First, enterprises and banks should have broader decision 


approval system.” The government should no longer inter- 
fere in investment activity. 


Second. ts at all levels should continue to 
include in their fiscal budgets money for invesiment in 
public services and facilities of a nonproductive nature 
such as the building of schools. hosprtals, and cultural 
facilities. Government authoritees in charge should con- 
tinue to exercise direct control over such investment. 


Third, the government should provide policy-related 
credit for infrastructure and for investment in basic indus- 
tries and the sophisticated technology sector, as well as for 
regional development. Such investment credit, which has a 
bearing on the economy of the whole country, should be 
made a part of the nation’s policy-related long-term 
financing system. Banks that have been set up to mect 
policy needs should exercise control im accordance with 
State regional development plans and industnal policy. 

(2) Bearing in mind existing conditions and possibilities. 
energies should be concentrated. first of all, on reforming 
the state policy-relaied long-term investment credit 


system. 


Investment in the first category cited above [ie. in 
industry and tertiary industnes}] accounts for more than 
three-fourths of all investment: however, rationalizing this 
investment activity will ultumately require changing enter- 
prise equity nights, building a standardized taxation 
system, and perfecting the finance and banking system. 


Prominent problems exssting today in state construction 
and development investment that the central government 
regulates and controls directly, and in the credit field are 
mainly the following Lack of investment responsibility 
and a mechanism for limiting risk. a shortage of funds, the 
central government having insufficient ability to regulate. 
a problem-plagued fund rarsing. fund use. and fund admin- 
istration system: and the central bank and the specialized 
banks getting into polocy-related credit, which myures 
monetary , lowers the efficiency of the specialized 
banks. and gets in the way of finance and banking system 
reform. 

Unlike first category investment activities, state directly 
regulated and controlled capital construction cannot auto- 
matically improve as reforms in other fields intensify. 
Thus, it 1s both necessary and possible to begin at once to 


system so as 10 solve current extremely senous structural 
problems, and to set the stage for reforms in other fields. 


(3) Basic tasks m a the state-pnlicy-related long- 

term investment credit system 

¢ Beginning to build an investment decision making 
and risk limiting mechanism that links mghts and 
responsibilities, completely changing the present 
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operating mechanism in which nghts and responsibil- 
ies are separate and government admunustrative 
agencies directly interfere excessively in investment. 


Establishment of a development bank. The basic function 
of a development bank 1s to rssue medium- and long-term 
credit for investment in infrastructure, basic indusines, 
newly emerging icading indusines, and regional develop- 


marked public benefit for whch the investment recovery 
penod is long and economic benefits low. putagenee 
bank funds raay not be invested in equity shares. 


Widening of sources of policy-related long-term cred 
funds. soaking up idle capital im somety to improve the 
central government's ability tc guide investment activity 
and readjust the investment structure. 


The main source of development bank funds 1s the 1ssv- 
ance of bonds. The treasury should arrange construction 
fund purchases of long-term jow imterest or interest-free 
debentures. The state should direct thal postal savings and 
social security fund surpluses, and imsurance company 
surpluses must be used to purchase regular interest rate 
developm=-t bank finance bonds. The state should also 
adopt poles to encourage financial institutions and 
individual to purchase development bank bonds. financial! 
institutions being able to use the development bank bonds 
they hold as collateral for People’s Bank loans. Guided by 
Slate macrocconomuc plans and controls on the scale of 
credit. the development bank should set up a credit project 
evaluation and examination sysiem, a control sysiem, and 
between assets and habuilites and control over assets msks. 


A) Attendant Reform of Planning W ork 


The task am planning ts comprehensive balance and the 
formulation of industrial pohors. Reform of the macro- 
coonomic regulation and contro! sysiem poses 2 need for a 
high order of comprehensive balance im work, 
and the ingredsents of industrial policy should also be 

Once the pricing sysiem, the taxation sysiem, and 
the system have taken care of the market sgnals 
problem and the dirstornons of benefit relatsonships. there 
will be no further need for cxcessively biased mdustnal 
vanous marke! parameters be needed. The main ungre- 
dsent in industnal policy, which consists primarily of 
functional polos that improve the overall! quality of the 
coonomy, 1 improvement of socal and economic infra- 
structure. the fostering of management. technology, and 
planning. and the simultaneous adoption of export- 
onented trade pohoes to bring about an optimization of 
the structure through the melding of the domestic 
economy with the imiernatonal economy. In addition, 
industnal polscy must pay close attention 10 the develop- 
ment of one or two leading industries, tilting policies am 
their favor to an appropriate degree to stimulate an 
upgrading of the industnal structure. One important 
means for implementing indusina! polscy 1s polocy-related 
jong-rcrm financing. Planning unsts should accelerate 
reforms im the following several regards: 
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e In the investment control realm, as system reform 
intensifies, and the mechanism for restraining invest- 
ment entities grows stronger, planning units should 
curtail the examination and approval of routine 
investment projects, gradually substituting a ‘“‘decla- 
ration system” for the “examination and approval 
system.” In the process of building a development 
bank, the planning sector should work together with 
the fiscal and banking sectors to make appropriate 
readjustments: 


State use of foreign exchange, no longer employing plan- 
ning quotas, for gradual institution of an exchange pur- 
chase system. 


Large scale cutbacks in various licensing systems to pro- 
mote implementation of trade policies. 


Make vocational training an important part of planning 
work 


4, The Different Roles of All Sectors in the 
Macroeconomic Regulation and Control System in the 
Building of a Socialist Market Economy System 


First, fiscal system reform is the most important task in the 
establishment of a new system. It should be given priority 
consideration in the building of systems. 


The taxation system is the most basic institutional frame- 
work for a market economy. Therefore, only from the 
foundation of a standard tax system can a market economy 
be built in which competition is equal, resources are 
allocated effectively, and distributions are relatively fair. 


Second, the urgency of finance and banking system reform 
is manifested, first of all, in the ability of the central bank’s 
macroeconomic regulation and control to ensure economic 
stability. The finance and banking system has two basic 
functions in a market economy. One is to regulate and 
control the money supply through the central bank to 
ensure economic stability. The current economic situation 
suggests that this reform should be accelerated. The second 
is to provide a well-developed financing system for eco- 
nomic activity to promote growth and increase returns. 
The entire financial markets system must steadily develop 
and improve with the development of China’s market 
economy. Therefore, reform and perfection of the entire 
finance and banking system is a fairly long-term task. 


Third, In overall terms, reform of the investment system 
cannot be achieved within the investment system alone. As 
reform of the enterprise system, and of tax and finance and 
banking institutions proceeds, and as the functions of 
government organs change, transformation of the invest- 
ment system will become easier to achieve. However, a 
state policy-related long-term investment credit s\stem 
must and can be inaugurated as early as possible, both to 
help solve glaring structural problems in the present 
economy, and to set the stage for reforms in other regards. 


The foregoing analysis does not mean by any means that 
these reforms should be carried out alone. Each system has 
different functions, but overall integration is necessary in 
the process of conduction reform. 
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5. Reform of the State-Owned Assets Control System, 
Building a State-Owned Enterprise Equity Structure in 
Which the State Holds Shares Indirectly and Directly 
Control Shares as a National Legal Entity 


A) Fundamental Reform of State-Owned Enterprises Must 
Begin With the Enterprise Equity Rights System. 


Since the beginning of reform and opening to the outside 
world, China has adopted a series of enterprise reform 
measures that have brought definite results. The face of 
state-owned enterprises has changed very greatly. Never- 
theless, it must be realized that no fundamental changes 
have been made in the situation of no clarification of the 
equity rights of state-owned enterprises, no separation of 
government administration and enterprise management, 
no clear-cut responsibilities, and enterprise mechanisms 
that do not operate smoothly, not very high vitality, and 
not very good returns. 


There are another two steadily growing tendencies that 
require very close attention. One is that large quantities of 
state- owned assets are being drained away through various 
open and hidden means. State-owned assets have become 
the most important sources of sudden wealth for small 
groups, individuals, and foreign investors. This draining 
away is a redistribution of wealth that is very unfair and 
that may lead to social unrest. Second, enterprises living 
off of their capital, technological stagnation, and inade- 
quate development stamina will seriously impair 
upgrading of the entire national economic structure and 
international competitiveness. This is because China’ 
energy, raw and processed materials, and heavy chemical 
industries, and the key industries that provide mechanical 
equipment are still its large- and medium-sized enter- 
prises. Looked at in these terms, ability to completely turn 
around the current trend in state-owned enterprises is a 
matter that affects the basic strength of China’s economy 
and its long-range development prospects. 


Therefore, enterprise reform must explore new 
approaches. It cannot just work within the existing man- 
agement system, or continue simply to take actions that 
delegate authority and make concessions. It must solve 
problems at their source. It must reform the existing 
state-owned assets control system and operating methods, 
rebuilding the publicly owned equity rights system. 


B) The Key to State-Owned Assets Control System Reform 
Lies in Rebuilding the State-Owned Enterprise Equity 
Rights Structure, the Main Objects of Reform Being State- 
Owned Large- and Medium-Sized Enterprises 


(1) Two basic principles must be adhered to in the 
rebuilding of the state-owned enterprise equity structure. 


First, is the principle of clear-c’ . equity rights and the 
separation of government administration and enterprise 
management, using the formation of state holding compa- 
nies to create juridical organizations, and using share 
contre! and share participation to separate state-owned 
enterprise ownership rights from governments at all levels. 
This means the building of a new equity rights structure, 
demolishing the mechanism whereby government directly 
interferes in the operation of state-owned enterprises. 


Second, 1s the principle of demolishing industry monopo- 
lies and the diversification of equity rights. In founding 
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state holding companies that hold state-owned enterprise 
shares, the formation of new industrial monopolies must 
be guarded against. Administrative monopolies exist in the 
traditional system, government departments monopo- 
lizing major decisions in enterprises. If we simply trade the 
former government units in charge for industrial corpora- 
tions, these corporations managing and administering the 
state-owned enterprises in those industries, we wiil end up 
in a new kind of industrial monopoly. This will distort 
market signals and enterprise actions, thereby lowering the 
efficiency of the market economy. The harm will be no less 
than that of the administrative monopoly in the traditional 
system. Therefore, we must carefully design control organs 
for the new state-owned enterprise juridical entities, insti- 
tute the swapping of share holdings, and diversify equity 
rights to prevent a national holding company from monop- 
olizing an industry. 


(2) The key to reform lies in changing the equity rights 
structure of state-owned large- and medium-sized 
enterprises. 


Most medium and small state-owned enterprises may be 
found in the ordinary industrial sector and in tertiary 
industries. In a socialist market economy, there is no need 
for state ownership of these enterprises. Furthermore, as a 
practical matter, these enterprises can fairly easily clarify 
anew their equity rights relationship through leasing, 
mergers, joint ventures, and sale, becoming market entities 
that make their own operating decisions and are respon- 
sible for their own profits and losses. 


The difficulty in reforming the state-owned enterprise 
equity rights system lies in how to establish a state-owned 
large and medium size enterprise equity rights structure 
that is both consistent with requirements of the market 
economy, and also does not change the character of 
ownership. In reality, China’s state-owned large and 
medium size enterprises hold a dominant position in terms 
of infrastructure and as basic industries. They are also in 
the leading sectors of the national economy. These sectors 
are technology and capital intensive. They are also char- 
acterized by marked economies of scale and substantial 
investment risk. They have a bearing on the national 
economy and the people’s livelihood. This is not a field 
suited to the investment of private capital. State-owned 
enterprises will still have to play a major role in these 
sectors. Therefore, finding a new state-owned enterprise 
form for state-owned enterprises in these fields has become 
a problem in urgent need of solution. 


C) Theoretical Basis for the Building of a State-Owned 
Enterprise Equity Structure and Basic Goals 


Basic economic theory holds that independent equity 
rights are the foundation for operation of a market 
economy. The key to reform of the state-owned assets 
control system means building a form of ownership having 
independent equity. 


The development of modern share corporations and their 
juridical entity control structure have greatly enriched 
equity concepts. It has given rise to equity mechanisms in 
which the ultimate ownership rights and the occupancy 
rights, control rights, and operating rights that derive from 
them are mutually separate and mutual restricting. Oper- 
ating rights are held by enterprise management teams who 
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are responsible for the enterprise’s day-to-day operation 
and decisions. Control rights are held by the board of 
directors. They include the appointment and payment of 
compensation to management teams, and decisions on the 
enterprise’s important development strategies. Occupancy 
rights belong to the enterprise’s juridical entity. As the 
occupier of all enterprise assets, it is responsible for 
indebtedness. It can mortgage and lease, and it bears all 
losses. Ownership rights are held by all shareholders. Their 
rights include the right to earnings, and to make strategic 
decisions through shareholder meeting approvals of the 
board of directors. So called separate equity rights means 
the separation, independence, and mutual limitation of the 
foregoing four kinds of rights. 


In view of basic economic theory in conjunction with 
practice in reform of the country’s enterprises and foreign 
experience in state-owned assets control, we believe the 
basic goals of state-owned assets control system reform to 
be the building of a new state-owned assets equity struc- 
ture. Broadly speaking, this includes a structure having the 
following four levels: 


First, ultimate ownership of state-owned assets is in the 
hands of the state. 


Second, the state (an NPC Standing Committee- 
empowered agency) controls the equity rights (state 
directly controlled shares) of national level holding corpo- 
rations through full funding, control of shares, and share 
participation. 


Third, in their status as independent juridical entities, 
state holding corporations employ share control or share 
participation to control state-owned enterprise equity 
rights (juridical entity directly controlled shares). 


Fourth, as independent juridical entities actually holding 
state-owned assets, the managers of enterprises possess 
decision making authority for day-to-day operations. 


Such a structure in which the state holds shares indirectly 
and a juridical entity directly holds shares does not change 
the dominant position of public ownership in terms of 
ultimate ownership rights. However, it does permit a 
separation of state-owned assets control functions and 
operating functions. Thus it builds mutually restricting 
ownership rights, control rights, occupancy rights, and 
operating rights, thereby enabling a genuine separation of 
government administration and enterprise management 
that enables state-owned enterprises to become market 
entities that make their own operating decisions, and are 
responsible for their own profits and losses. 


D) Ideas About the Specific Make-Up of a State-Owned 
Indirect Shareholding, Public Juridical Entity Direct 
(Swapped) Shareholding Plan 


First, the members of the public ownership system com- 
mittee established under the NPC Standing Committee are 
elected by the NPC Standing Committee. The public 
ownership system committee acts as the ultimate person- 
ification of state-owned assets, or what might be termed 
the ultimate board of directors for all state-owned assets. 
The public ownership system committee has authority to 
select members of the board of directors of national 
holding corporations on the basis of their special skills and 
the achievements of national holding companies. The 
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work of the committee is subject to supervision of the NPC 
Standing Committee and the electorate. 


Second is the building of multiple national level holding 
companies. During the period when national level holding 
companies are being created, the committee will appro- 
priate some state-owned assets to the holding companies or 
give each of the holding companies a substantial amount of 
equity rights distribution certificates to be used for the 
purchase of state-owned assets. This will serve as a means 
whereby the public ownership system committee invests in 
national level holding companies, the state-owned system 
committee using full funding or share control to get 
possession of national level holding companies. It will 
appoint members of the board of directors of national level 
holding companies. 


Two methods may be used to demolish industrial monop- 
olies and diversify equity rights at the time when national 
level holding companies are founded. Method number one 
is the establishment in each sector of a national level 
industrial holding company, administrative means used to 
allocate one-third of the equity rights of state-owned 
enterprises in that industry to the national level holding 
company in that industry. Then the national level holding 
company limits the percentage of total shares sold that 
enterprises whose shares it controls might hold. The 
remaining two-thirds of equity rights is given to the 
national level holding company for that industry. Method 
number two is the establishment of several comprehensive 
national level holding companies, the public ownership 
system committee giving each holding company a suffi- 
cient amount of share equity distribution certificates. The 
public ownership committee places a limit on the per- 
centage of shares it controls in any single industry, and it 
allows holding companies to freely choose the purchase 
equity in state-owned enterprises in different industries. 
This method first requires first that all state-owned enter- 
prises change to the share system. 


Third, as independent juridical personae, national level 
holding companies might use share control and partici- 
pating shares to maintain or obtain equity in state-owned 
enterprises having independent corporate status. 


Simultaneous with holding companies swapping of their 
holdings of state-owned enterprise equity rights, each 
enterprise also has a certain percentage of equity that can 
be held by other juridical persons or private individuals. 
Thus a diversification of enterprise equity occurs that 
helps start the establishment of a competitive corporate 
structure. 


E) Several Main Tasks in the Transformation of the State- 
Owned Enterprise Equity Structure 


(1) Transformation of shares in existing large- and 
medium-sized state-owned enterprises. First of all, an 
inventory of assets is required to determine the amount 
and value of enterprise assets. The enterprise’s assets are 
then represented by capital stock that is divided into 
various shares, and the enterprise’s juridical corporate 
status decided upon. Only after this is done cam the 
national holding company buy equity in the enterprise for 
the formation of a controlling share or participating share 
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relationship. At the same time, shares are openly offered to 
attract capital from other juridical persons and private 
individuals. 


(2) Selection of methods for founding national level 
holding companies. Generally speaking, national level 
holding companies might be newly founded, or existing 
banks, insurance companies, funds, and investment corpo- 
rations might be made into holding companies. Several 
different choices exist in the actual founding process: 


One proposal is to prohibit banking institutions from 
holding shares. This is because even though the source of 
banks’ shareholding funds is not savings but administra- 
tively allocated equity rights or equity rights distribution 
certificates, nevertheless, should recovery of capital 
invested in shareholdintgs become impossible, the banks 
would be at considerable risk. Should a crisis occur at a 
participating share enterprise, the banks stability would be 
shaken. Thus, it has been proposed that national level 
holding companies be founded by personnel drawn from 
the former Ministry of Industry. However, in order to 
guard a industrial monopolies, most of the equity 
rights of formerly subordinate enterprises would be dis- 
persed into other shareholding companies. Another pro- 
posal is for all national level holding companies to be 
financial institutions. State-owned enterprises throughout 
the country are generally fairly heavily in debt to banks. If 
they held shares, banks could swap indebtedness for 
equity, thereby solving the enterprise indebtedness 
problem while simultaneously making banks shareholders. 
In addition, large corporate blocs generally mostly exercise 
financia! control over subordinate companies, so bank 
share holdings would help the development of large entre- 
preneurial blocs around banks. We believe both methods 
might be mixed. 


(3) Founding of second level national holding companies. 
China has more than 1,000 large- and medium-sized 
state-owned enterprises under central government control. 
Nationwide, large- and medium-sized state-owned enter- 
prises number in the thousands. The founding of only 
10-odd primary level nationa! holding companies would 
scarcely suffice to complete the restructuring of the own- 
ership of state-owned enterprises. Thus, the founding of 
second level national holding companies is needed. First 
level holding companies might hold equity in second level 
holding companies, and second level holding companies 
might also swap shareholdings among each other. Second 
level holding companies could also hold equity in enter- 
prises. They would be like the presently existing entrepre- 
neurial block companies. 


(4) Selection of methods for the swapping of share holdings 
between national holding companies and enterprises. One 
method is a pyramidal ownership structure. This means a 
share holding relationship with swaps only downward and 
sideways. This means that the holding company at the top 
of the pyramid would have substantial authority and 
control capabilities, while second level national holding 
companies as the core could easily spawn numerous large 
entrepreneurial blocs. Through its control of shares, the 
state would wield tremendous economic power. Another 
method is the network ownership structure in which swaps 
could be made either laterally or vertically. A necessary 
precondition is fairly centralized equity in national 
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holding companies, particularly in second level holding 
companies, enterprises also being able to hold equity in 
national holding companies. This is the kind of structure 
for the swapping of share holdings among juridical entities 
in Japan. We believe a rather appropriate method would 
be to use the first method for the most part. Later on, 
contro! could be gradually loosened, a title made toward 
the second method. Adoption of this transitional method 
includes an assumption that initially the state will provide 
full funding for the national holding company’s equity. 
Then later on, depending on the spread of individual 
holding company equity in different industries and fields, 
such as ordinary industries and the tertiary industry fieid, 
a change can be made gradually toward a form of holding 
in which state control of shares and share participation is 
paramount. 


(5) Associated Government Agency Reform 


Establishment of national holding companies, separating 
enterprises from direct government control, requires 
simultaneous reform of government agencies to bring 
about a genuine transformation of government functions. 


All industrial departments in charge must be basically 
eliminated. Those departments that have been in charge of 
industrial planning and administration may be a part of 
the Economic Relations and Trade Committee once they 
have been reduced in size. The Economic Relations and 
Trade Committee will be responsible for functions similar 
to those of Japan’s Ministry of International Trade and 
Industry [MITI]. As a transitional organization, once per- 
sonnel cutbacks have been made, it may regain adminis- 
trative organs for basic industries and sophisticated and 
strategic industries such as energy, communications, avia- 
tion, and shipping. 


Founding of a large three-in-one fiscal mechanism made 
up of public finance, taxation, and national assets. The 
Ministry of Finance should abolish departments and 
bureaus in charge of enterprises’ financial matters. It 
should reform the existing system of direct control over the 
finances of state-owned enterprises, changing to indirect 
control methods made up primarily of income tax collec- 
tion, and supervision of returns from state-owned assets. 
Correspondingly, the fiscal budget should be changed to a 
three account form consisting of recurring, construction, 
and capital accounts. The basic functions of the State 
Administration of State Property are administrative super- 
vision of state-owned assets, protection of the rights of 
enterprises as juridical persons, and to examine, verify, 
and coordinate. 


Establishment of a public ownership system committee 
chosen by the NPC to serve as the ultimate board of 
directors for state-owned assets. Not only will it appoint 
members of the National level holding company board of 
directors, but it will also decide national investment, 
empowerment, and the taking back of empowerment. 


(6) Founding of mechanism for the circulation and transfer 
of juridical entity equity for the fashioning of market 
competition among public juridical entities and among 
other juridical entities. 


Th ts, after state-owned enterprises have been turned into 
stock companies, more limited liability companies will 
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have to be set up and listed for exchange when conditions 
warrant. In addition, a juridical entity equity exchange 
organ must be established. A negotiable securities 
exchange must also be established for gradual expansion of 
the number of juridical entity shares listed. This is to 
promote the circulation and transfer of juridical entity 
equity for optimum allocation of resources. 


Public juridical entity equity exchanges must also include 
second level national holding companies. An equity 
exchange percentage may be set, fluctuations in share price 
becoming an important indicator for holding companies. 
In addition, this will also stimulate holding companies 
more, which is good for competition. 


(7) Transformation of the local state-owned enterprise 
equity system. Local state-owned enterprises or a portion 
of them may be designated for local public ownership. 
Alternatively, the NPC Standing Committee may 
empower local people’s congress standing committees to 
set up local public ownership committees as plenipotentia- 
ries for local state-owned Assets. Local state-owned equity 
organizations may be rebuilt using the methods explained 
above. This could accelerate the conversion process 
nationwide. 


However, consideration also should be given to the 
founding of an equity relationship for swapping of local 
state-owned equity between the central government and 
local governments, and among local governments. A min- 
imum amount of sales should be set to improve the 
effective allocation of key resources within the market 
nationwide. 


F) Sequence and Steps in the Transformation of the State- 
Owned Enterprise Equity Structure 


The first step is a wide-ranging inventory of the assets of 
state-owned large- and medium-sized enterprises to speed 
up and widen the process of changing enterprises to a stock 
system. This means issuing capital stock for enterprise 
assets, dividing the stock into shares, and determining 
enterprises’ juridical corporate status. 


The second step is setting up national level (or bi-level) 
holding companies, selecting existing banks, insurance 
companies, funds, and investment corporations for con- 
version to holding companies. 


The third step is reforming government agencies, share 
companies dividing up equity rights at the same time, 
swapping holdings, and beginning open share subscription. 


The fourth step is listing of share corporations as condi- 
tions warrant, and beginning equity trading in securities 
exchanges to advance optimum allocation of publicly 
owned equity. 


Reform of the state-owned property control system is an 
enormous piece of systems engineering that ramifies into 
all parts of the economy. It requires painstaking planning 
and long-term preparation. Therefore, we should begin to 
do it as soon as possible, learn as we go, and gradually 
move ahead. One fairly safe way to proceed is to select 
several sectors, and one or two cities as pilot projects. This 
will both help summarize experiences as work proceeds to 
make revisions and improvements, and will also reduce 
social shock. 
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NPC Finance Committee Official Views Economy 


94CE0086A Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 35, 
6 Sep 93 pp 26-27 


[Article by Yang Bo (2799 3134) (vice chairman of the 
NPC Financial and Economic Committee): “Comments 
on China’s Current Economic Problems” 


[Text] Vice Premier Zhu Rongji set forth “a few simple 
rules to be observed by all concerned” respectively at two 
recent national working conferences on finance and on 
revenue-taxation. This step was a very directed one, being 
a sound strategy for rectifying the previously existing chaos 
in the financial and the revenue-taxation orders, as well as 
a key step in intensifying financial and revenue-taxation 
reform, which is going to play a key role in ensuring the 
sustained, rapid, and sound growth of the Chinese 
economy. 


Zhu Rongji’s statement touched off widespread interest 
and admiration both in China and abroad, with public 
opinion favorable but still posing certain questions. I have 
recently received letters from certain friends, asking for my 
comments on several current problems and growth trends 
in the Chinese ec aomy. So | am taking this opportunity to 
express my pc. sonal views, in response to my friends who 
are concerned about China’s economic problems, and as 
instruction for all experts and academics. 


New Conflicts and Problems Under Current Conditions 


In 1993, China’s economy has continued to grow rapidly 
on the heels of 1992's 12.8-percent growth, with the first 
half of 1993 seeing GNP up 13.9 percent over the same 
period in 1992, retail commodity sales up 21.6 percent, 
fixed assets investment up over 60 percent, foreign trade 
continuing to expand, a bumper summer-grain harvest, 
and urban and rural incomes also growing very quickly, for 
a generally good state of affairs. While these are generally 
established facts, there is no use denving that the advances 
have also seen the appearance of certain new conflicts and 
problems. Some of these are quite glaring ones, such as 
investment being too large in scale and irrational in 
structure, too much currency put into circulation while 
capital supply remains tight, increasing inflationary pres- 
sures and too sharp price rises, and revenues being in a 
rather grim state, all of which problems merit much 
attention. The appearance of these problems is directly 
related to the chaos in the financial and the revenue- 
taxation orders, such as the illegal lending among financial 
institutions, the chaotic fundraising at high interest rates 
by all parties, the construction on a scale larger than 
capability, the new shops and projects going up every- 
where, the casual misuse and takeover of agricultural funds 
and priority construction-project funds, the willful reduc- 
tion and exemption of taxes and interception of state 
revenue, and the banking and the revenue and taxation 
sectors exploiting their own facilities to operate various 
types of economic entities in search of departmental 
interests, as well as being affected by macroeconomic 
regulation and control steps not having kept up in a timely 
fashion during the course of conversion from the old 
system to the new. So rectifying our financial and our 
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revenue-taxation orders, by enforcing financial and reve- 
nue-taxation discipline, intensifying financial and reve- 
nue-taxation reform, and tightening Our macroeconomic 
regulation and control measures, has become a top pri- 
ority, being a smart countermeasure for promoting sound 
growth and a good cycle for our national economy. 


The “Few Simple Rules To Be Observed by All 
Concerned” Have Begun To Show Results 


Have these “few simple rules to be observed by all con- 
cerned” been effective? My view is that they have. Let us 
take a look at the results of their application in the last few 
months. |) Illegal lending has been curbed. Of the funds 
illegally loaned by all financial institutions, some has been 
and some is being recouped, basically by the set 15 August 
deadline. This was a key step in restoring and establishing 
a normal financial order. 2) The wave of chaotic public 
fundraising at high interest rates has been stopped, with 
the additional raising of deposit interest rates having 
brought a clear rebound in urban and rural savings 
deposits, in which individual savings deposits in banks 
increased as much as |0 billion yuan in less than 10 days. 
The previously very slow sales of treasury bills are now 
satisfactory, with their treasury payment rate already top- 
ping 90 percent. This has had a very good impact in 
reducing currency put into circulation, as well as in 
ensuring the prompt payment of the funds needed for 
industrial and agricultural production and infrastructure 
construction. 3) All areas are now inventorying and dis- 
mantling the financial institutions that were set up without 
PBC approval, strictly enforcing the provision that nonfi- 
nancial institutions may not provide financial services. 
The various economic entities set up by banks and reve- 
nue-taxation departments at all levels are in the process of 
being dislinked, with the injection of new credit capital 
having been stopped. Meanwhile, all revenue credit loans 
are being inventoried, with recoupment as necessary. 4) 
We have stopped the enforcement of the tax reduction and 
exemption provisions drawn up by all areas beyond their 
authority, strengthening tax collection and control. We 
have strictly controlled spending demand, particularly 
cutting back on group purchasing power demand, with all 
areas and sectors acting conscientiously. A general inves- 
tigation of national finance and taxation organized by the 
State Council is about to begin. 


It is not hard to see from a summary of these results that 
while the “few simple rules to be observed by all con- 
cerned” have been in effect for only a very short time, they 
have begun to succeed. Of course, while we still need to do 
much work and are faced with a difficult mission, | believe 
that if we continue to act in such a down-to-earth manner, 
by making rigorous demands, strictly enforcing orders and 
prohibitions, intensifying reform, and tightening macro- 
economic regulation and control, it will not be long before 
our financial and revenue-taxation orders will get back on 
a normal track, which is precisely the prerequisite needed 
for building a socialist market economy system. 


We Are Certainly Not in a Financial Crisis 


Some friends have asked: Is China in a financial crisis? I 
hold that this is not so, as the facts certainly do not support 
it. As rectifying our financial order, enforcing financial 
discipline, examining work flaws, and pushing forward 
with financial reform have been to strengthen and improve 
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our financial work, in order to more effectively bring the 
macroeconomic regulation and control role of finance into 
full play in our overall national economy, we are certainly 
not in any financial crisis. While we need to acknowledge 
that China is now facing inflationary problems, this is 
occurring while our economy is growing rapidly and our 
people's real living standards are rising steadily, as well as 
appearing while our national economic might is increasing 
and our market commodity supplies are abundant, which 
is fundamentally different from the conditions arising in 
some countries with economic recessions and declining 
living standards, such as large amounts of currency being 
issued beyond economic capability, skyrocketing prices, 
and sharp currency devaluation. |) As our currency issue is 
now under strict central government control, being con- 
trolled by the demands of overall national economic 
operations, serious inflation will not and cannot occur. 2) 
While our national-average retail price and cost of living 
indexes both reached double digits for the first half of 
1993, our real urban and rural incomes increased even 
faster. The data corrected for inflation show real incomes 
up an average of 13.5 percent for city dwellers and about 7 
percent for rural individuals. The RMB still has very high 
prestige among the vast public, proof of which is that 
urban and rural savings increased 124.4 billion yuan in the 
first half of 1993. 3) China’s foreign payment capability is 
reliably ensured, and our international prestige is high. 
The recent temporary foreign-exchange conversion-market 
supply and demand imbalance and sharply rising exchange 
rates were touched off mainly by market speculation, 
which was unusual. Most recently, through our rectifica- 
tion of the financial order and tightening of macroeco- 
nomic regulation and control, our exchange rates quickly 
fell back, and are gradually getting onto a normal track. 
This shows that China is certainly not in a financial crisis. 


Foreign Investment Has Not Been Affected 


Other friends have asked: Might not rectification of the 
financial order, tightening of macroeconomic regulation 
and control, and strict control of fixed assets investment 
affect investment in China by overseas entrepreneurs? | 
hold that while such concern is understandable, the reality 
will not occur. China’s policy of opening up to the outside 
world is unshakeable, our large market is very attractive, 
and our preferential policies on the use of foreign invest- 
ment will not change. The facts prove that foreign invest- 
ment in China continued to maintain a high growth 
momentum in the first half of 1993. MOFTEC data for the 
first half of 1993 show 43,632 foreign-financed projects 
approved, with an agreed foreign investment of $58.7 
billion and an actually utilized foreign investment of $9.4 
billion, up respectively 234 percent, 300 percent, and 180 
percent from the same period in 1992. Since July, this 
momentum has certainly not slowed, with several large 
import projects having been concluded. For instance, the 
Jilin Industrial Chemicals Factory’s import project for 
100,000 tons of high-carbon alcohol for an accessory 
installation to its 300,000-ton ethylene project, and the 
$30-million investment contract between Suzhou City and 
the United States for a joint-venture construction of the 
first stage of the Pugiang-Suzhou Pharmaceuticals Plant, 
were signed in Beijing in late July. Vice Premier Zhu 
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Rongji pointed out very clearly that the tighter macroeco- 
nomic regulation and contro! was not an overall retrench- 
ment, but rather a structural adjustment. I hold that it will 
not only not affect foreign investment in China but, as the 
macroeconmic climate further improves, will even be 
bound to be favorable to attracting yet more investment. 
We welcome investment by overseas entrepreneurs that 1s 
in line with China’s industrial policy 


A Projection of the State of the Economy in the Second 
Half of 1993 


What are our economic growth trends for the last half of 
1993 and on into 1994? Are we likely to see sharp 
volatility? My view is an optimistic one. Our state of 
economic growth can only improve, and we will not see 
either stagnation or sharp volatility. The Chinese Govern- 
ment has faced up to the problems that are appearing in 
the midst of rapid economic growth, having taken a series 
of key steps to intensify reform, in order to solve them 
safely and steadily. The excessive fixed assets investment 
scale has been strictly controlled, with the irrational invest- 
ment structure being adjusted, ongoing projects being 
inventoried according to the principle of acting in line with 
capability and the demands of industrial policy, continu- 
ation or shutdown as necessary (for instance, we have shut 
down construction on ones, such as unapproved develop- 
ment zones, and certain duplicate construction projects), 
and a shortening of our construction front. Our chaotic 
financial and revenue-taxation orders are being rectified, 
with some initial success. Excessive price rises have been 
strictly controlled, with the previous sharp price rises due 
to inflation for capital goods, such as rolled steel and 
cement, having been curbed, and beginning to recede. Our 
agricultural production has been reinforced, with a 
bumper summer grain harvest, and expectations of a good 
harvest of fall crops short of an exceptional disaster. Our 
industrial production continues to grow at a higher rate in 
line with production dovetailed with demand and 
improved efficiency. Our market commodity supplies are 
abundant. Our foreign trade will also continue to maintain 
a good momentum. All reforms, particularly of our finan- 
cial, revenue-taxation, and investment systems, are 
advancing with emphasis. In short, | hold that while our 
overall national economic growth rate for the last half of 
1993 will be somewhat slower than for the first half, this 
will be rational and more balanced. As to the whole of 
1993, our overall growth rate will not fall below 10 percent, 
to surpass the annual plan approved by the first session of 
the eighth national party congress. 


The Chinese Government leadership is firm and strong. 
All areas and sectors are conscientiously implementing the 
center’s macroeconomic regulation and control measures. 
The initiative of the people of all nationalities throughout 
China to build socialism is very high. The call sent forth by 
President Jiang Zemin, according to the spirit of the key 
speeches of Comrade Deng Xiaoping, to seize, treasure, 
and use well opportunities to develop the economy better 
and faster, is increasingly permeating the Chinese mindset. 
It can be projected that China’s economic growth in 
coming years will, in line with the adjusted Eighth Five- 
Year Plan, grow in both a rapid and a sustained and 
balanced manner. I am full of confidence in this. 
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Shanghai Combines Price Reform With Curbing 
Inflation 


94CE0171A Beijing JIAGE LILUN YU SHIJIAN [PRICE: 
THEORY AND PRACTICE] in Chinese 
No 9, 20 Sep 93 pp 18-22 


[Article by Pan Jianxin (3238 1696 2450), deputy director 
of Shanghai Prices Bureau: “Shanghai Combines Price 
Reform With Curbing Inflation’’] 


[Excerpt] Reform, the open policy, and economic con- 
struction have continued ‘o flourish in Shanghai since the 
beginning of the year. In the new era price departments at 
all levels in the municipality have grasped the opportunity 
to push ahead in the direction of developing a socialist 
market economy. They have continued to introduce price 
reform energetically but steadily after considering the 
ability of all quarters in society to cope with it, and worked 
hard to hold down the overall price level in the interest of 
social and economic stability. Their actions have helped 
Shanghai function even more effectively as a mega-city 
diffusing technology to its surrounding areas and a leader 
in reform and openness and better serve economic devel- 
opment in the Chang Jiang valley and the entire nation. 


1. Price Work in Shanghai Since Beginning of Year 


1) Grasping the opportunity and pushing ahead with price 
reform energetically but steadily. 


The year 1993 is a critical year in Shanghai's three-year 
transformation in economic development, reform, open- 
ness, and urban development. It is also the last year of the 
municipal government's three-year drive to “basically sort 
out prices.’ Shouldering the heavy responsibility of 
pushing ahead with price reform and holding down the 
overall price level are price departments. Under the correct 
leadership and unified planning by the municipal CPC 
committee and municipal government, Shanghai has con- 
tinued to make new progress on the price reform front 
since the beginning of this year, working hard to facilitate 
the transformation of the price mechanism even as it 
adjusts prices structurally. To begin with, two major price 
reforms were introduced in the first half of the year in 
accordance with the appropriate central regulations, 
namely decontrolling the buying and selling prices of oil 
and grain and adjusting the charges of some public utili- 
ties. Because of the effort of all quarters, because the 
municipal CPC committee and municipal government 
made it a priority, and particularly because related mea- 
sures such as tapping market supply and offering workers’ 
subsidies were carried through, things have largely been 
normal since the reform measures were introduced. Their 
smooth implementation is a boost to the economy. They 
will also help Shanghai better fulfill its comprehensive 
urban functions and contribute to the improvement of the 
investment climate and the living environment for the 
public. Second, even as it made structural price adjust- 
ments, Shanghai has devoted itself to replacing the old 
price formation mechanism and old price management 
system with a new price formation mechanism and new 
price management system. It has further decentralized 
price management power, restricted the scope of price 
setting by the state, and increased the share of prices 
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regulated by the market, all revolving around the two core 
missions of developing Pudong and transforming the 
enterprise operating mechanism. At present the city con- 
trols 12 kinds (categories) of commodity prices and fees, 
down 90 percent from 1991. In the first half of this year, 9! 
percent of all agricultural by-products procured in the 
entire municipality had market-regulated prices. In the 
same period, market-regulated prices accounted for 74 
percent of the sales revenues of all enterprises in the city 
that turned out elements of production and practiced 
independent accounting and 96 percent of al! social com- 
modity retail sales. The demand put forward by the 
municipal government—basically sorting out the price 
system in Shanghai and letting the market set the prices of 
the bulk of commodities within three years or so, starting 
in 1991, while maintaining social and economic stability— 
has tentatively been met. Third, by taking strong and 
timely steps to resolve price conflicts in the first half of the 
year, when there were personnel turnover in the people's 
congress, the Chinese People’s Political Consultative Con- 
ference [CPPCC], and the municipal government, when 
the East Asian Games took place, and when the business 
tax rate was revised, we managed to ward off price fluctu- 
ations on the market and a sharp rise in the overall price 
level, thereby creating a good social and economic climate 
for the staging of large-scale events. The three-way rela- 
tions among prices, wages, and output were essentially ina 
state of equilibrium in the first half of the year. Between 
January and June revenues from the sale of the budgeted 
output of local industrial enterprises owned by the whole 
people rose 27 percent over the same period last year while 
the workers’ average monthly wages increased 24.7 per- 
cent, up 6.3 percentage points after adjusting for the rise in 
living costs, thereby meeting the basic demand that output 
increase faster than wages and wages increase faster than 
prices. 


2) Taking vigorous measures and working hard to hold 
down the overall price level. 


Inflationary pressures intensified in the first half of this 
year because of structural price adjustments and a tight- 
ening of the macroeconomic climate. Starting from a high 
level, the price index climbed month after month, up 13.8 
percent in January over the corresponding period a year 
ago; 15.5 percent in February; 16.4 percent in March; 17.1 
percent in April; 19.8 percent in May; and 19.5 percent in 
June. In all the retail price index rose 15.5 percent in 
January through June over the corresponding period last 
year. During the same period, the workers’ cost of living 
index jumped 17.3 percent. According to a preliminary 
analysis of the main reasons behind the rise in commodity 
prices, one important explanation is the quickening pace 
of price reform affecting major nonstaple foodstuff in the 
city in the past two years. Of the overall rise of 15.5 percent 
in the retail price index in the first half of the year, about 
4 percentage points could be attributed to structural price 
adjustments. Another reason is that by raising energy 
costs, transportation charges, and the costs of other basic 
materials and by adjusting tax rates, interest rates, and 
exchange rates, the central government has boosted pro- 
duction and operating costs. In June, for instance, the 
overall price level of raw materials, fuels, and power in the 
entire municipality rose 34.5 percent compared to the 
corresponding period last year, thereby pushing up the 
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prices of daily industrial goods rather significantly. 
Increases in the prices of apparel, shoes, furniture, washing 
machines, bicycles, and refrigerators raised the retail price 
index by 3.2 percentage points in the first half of the year. 
Furthermore, growing urbanization in recent years has 
pushed back vegetable growing bases from the inner sub- 
urbs to the outlying suburbs, which means longer transpor- 
tation routes. In addition, the growers have to pay more for 
land, gas, water, electricity, and wages. As it becomes 
increasingly expensive to operate vegetable markets in 
urban areas, the prices of some vegetables and other 
non-staple food also go up. Third, the rise in retail prices 
was in part driven by the brisk demand for some invest- 
ment goods and consumer goods. The expansion of the 
scale of fixed assets investment has caused the shortages of 
some capital goods (such as building materials), driving up 
retail prices. As the city is further opened up to the outside 
world and with the urban infrastructure developing apace, 
the urban floating population keeps rising, which trans- 
lates into a stronger demand and higher prices for some 
agricultural products and articles of daily use. Fourth, the 
improvement in living standards and changes in consump- 
tion patterns have led to higher consumption of mid- 
priced or upscale clothing, furniture, domestic electrical 
appliances, gold jewelry, building and furnishing mate- 
rials, and fresh fruit and vegetables, all commodities with 
relatively high costs. Some of these commodities are in 
short supply, which explains why their prices remain at 
persistently elevated levels. And then there is a growing 
tendency on the part of the public to purchase nonstaple 
food at the country market, which too helps nudge up the 
retail price index. In June, for instance, township residents 
purchased 72.8 percent, 65.7 percent, and 60.2 percent of 
all fresh vegetables, aquatic products, and fruit consumed, 
respectively, at the country market, up 15.3, 5.7, and 21.3 
percentage points, respectively, from late 1992. 


Taking aim at the excessive rise in the overall price level, 
the municipality has taken the following measures in a 
major push to curb inflation and ensure the successful 
implementation of structural price adjustments and basic 
livelihood for vast numbers of citizens. 


1) Determined correctly how intensive price reform should 
be by considering the ability of all three parties—‘ne siaie, 
enterprises, and households—to cope with it. As far as the 
content of price reform is concerned, all the municipality 
did this year was to adjust the two sets of prices which were 
particularly distorted, namely the prices of grain and oil 
and the charges of urban public utilities. As for timing, 
reform that was originally slated for implementation in the 
first quarter was rescheduled to be phased in during the 
second and third quarters. Turning to the extent of price 
adjustments, increases in the price of gas for civilian use 
and the prices of public transportation monthly tickets 
were scaled back. 


2) Offered workers appropriate subsidies in an earnest 
effort to ensure basic livelihood for the general citizenry. 
After conducting repeated studies and soliciting opinions 
from the people’s congress, CPPCC, and other interested 
parties, the municipal CPC committee and municipal 
government worked out workers’ price subsidy standards. 
They have also announced the minimum income level for 
urban workers and a minimum guaranteed livelihood for 
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urban residents for this year. A worker whose income falls 
below the minimum income level and residents whose 
living expenses are lower than the minimum guaranteed 
livelihood would be given a subsidy to close the gap. A 
price compensation system was introduced under the basic 
pension fur d system to benefit retirees. Moreover, a policy 
was drawn up to aid enterprises with an excessive burden. 


3) A reserve system was created for individual commodi- 
ties to ensure their availability on the market. For each of 
the 15 commodities which are daily necessities to the 
public, namely grain, cooking oil, salt, sugar, soy sauce, 
vinegar, pork, eggs, toilet paper, soap, laundry 2etergent, 
matches, T-shirts, vests, and mosquito-repellent incense, a 
reserve system was created so that there is an adequate 
supply in the warehouses to meet any sudden market 
demand. 


4) The municipality has set up a staple and nonstaple food 
production and market risk fund in order to round out the 
lineup of regulatory and control tools. In June and July for 
instance, thunderstorms, high temperatures, and other 
climatic conditions led to reduced vegetable output and 
soaring prices. In response the municipal government 
decided to put an additional 2 million yuan into the 
20-million yuan risk fund to find new supplies and hold 
down market prices. 


5) Step up price management and curb chain reactions. It 
has worked hard to stabilize the prices of staple and 
non-staple food, including grain, oil, pork, and eggs, with 
the state commercial sector fulfilling its role as the primary 
channel and stabilizer of market prices. Among the com- 
modity prices and fees that have been decontrolled, 23 are 
for daily consumer goods inseparable from the daily lives 
of the people, including soap, laundry detergent, toilet 
paper, and sugar, and fees for haircutting and bathing. The 
government has set up a price increase reporting system 
applicable to those prices and fees. For 10 categories of 
upscale sensitive commodities, such as color television 
sets, video cameras, refrigerators, washing machines, and 
automobiles, the government has set up a price increase 
filing system. As for other deregulated commodities, the 
price department is to work out negotiated prices in 
conjunction with the department in charge of the industry 
and by working through the price association of the 
industry concerned. When there is coordination, prices 
will not skyrocket. 


6) The government has cracked down hard on the unjus- 
tifiable collection of fees and tightened price supervision 
and inspection. A number of service fees has been the 
subject of most public complaints, such as the service 
charges for using a public toilet, bicycle stand, or public 
telephone. In those areas, new fee-setting standards have 
been developed. The restaurant industry and entertain- 
ment business were told to display their prices clearly. In 
conjunction with the introduction of price reform mea- 
sures, an intensified general price inspection was launched 
in an earnest effort to prevent people from raising prices 
covertly, jacking up prices, collecting fees at will, and 
charging exorbitant prices. 


7) The government has promptly formulated a price policy 
in conjunction with the unveiling of the revised business 
tax rate. In a written regulation, the municipal government 
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demanded that after the state revised the business tax rate, 
operating enterprises must absorb on their own the extra 
tax burden. Enterprises are not allowed to raise the selling 
prices of profitable commodities arbitrarily. Regarding the 
handful of commodities whose prices do need to be 
adjusted, the margin of increase must not exceed the 
increase in the business tax rate so as to prevent com- 
modity prices from rising across the board. 


8) To stabilize all-embracing projects in outlying counties, 
they have been given preferential treatment and support 
when it comes to prices. Beginning this year, the key pig 
farms and chicken farms in the outlying outskirts are 
supplied with water and electricity at favorable prices to 
help lower the costs of the livestock industry and stabilize 
the prices of nonstaple food. 


Because of unified thinking, meticulous organization, and 
solid work, and because the measures were carried 
through, a variety of price reform measures have been 
introduced successfully in Shanghai this year. Supply is 
normal on the market, prices are basically stable, and there 
is a high level of public confidence. [passage omitted] 


FINANCE, BANKING 


Stock Market Undergoing ‘Futures Craze’ 


94CE0077A Hong Kong PAI-HSING HSIN-WEN 
CHOU-K’AN [PAIHSING NEWSWEEK] in Chinese 
No 26, 24 Sep 93 pp 56-57 


[Article by Chen Li-wei (7115 0500 3634): “Futures Storm 
Sweeps the Mainland”) 


[Text] In present-day mainland the term that people are 
most envious of and that most makes people’s hearts 
pound and that is the most fashionable and richest in 
stimulation is not “speculating” on owning something, but 
what is sweeping the Divine Land like a storm after the 
stock craze, and the real estate craze, is that a futures craze 
has suddenly risen in China. 


The Futures Market Is In Its Ascendancy 


To adapt to the rapid development of the mainiand’s 
market economy, [the futures market] is catching up with 
world trends. The government at the end of 1992 began to 
gradually relax its restrictions on approval of futures 
companies. Beginning with Shanghai's metals, coal pro- 
duction, petroleum, and chemical industry exchange; Nan- 
jing’s petroleum exchange; Shenzhen’s nonferrous metal 
exchange; Zhengzhou’s wholesale grain market; and 
Hainan’s exchange, they opened the first stream of main- 
land futures exchanges and advanced them to interna- 
tional standards. And in the past year, an even larger 
number of futures companies have been sprouting up all 
over. At the end of 1992, the first large, national futures 
company—the Chinese International Futures Corpora- 
tion— came into being in Beijing. At the beginning of this 
year, the first state futures broker—the Guangdong Gen- 
eral Futures Brokerage—was established in Guangzhou. 
On 18 April, the mainland’s largest-scale international 
futures exchange was opened in Nanjing. The largest 
comprehensive futures exchange in the country—the 
Dalian Commodity Exchange—also opened. In addition, 
the first high-level futures markets in west central and 
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south China—the South China Commodity Futures 
Exchange and the Chongqing Capital Goods Exchange— 
will be starting business soon. The first settlement firm in 
the country—the Extensive Futures Settlement Firm— 
formally went into operation recently. The Hainan Inter- 
national Futures Exchange with 100 million yuan invested 
has broken ground and begun construction. According to 
incomplete statistics, not counting the numerous under- 
ground brokerages conducting business without a license, 
the mainland presently has more than 360 licensed futures 
companies. A great many of these are Chinese-Hong Kong 
joint ventures, that is, branch organizations of Hong Kong 
brokerages in the mainland. There are presently more than 
40 exchanges at various places throughout the country. 


Underground Companies Stir Up Trouble 


As regards the content of the business, mainland futures 
companies mainly conduct commodity and foreign 
exchange futures exchanges. The futures market plays an 
ever more important part in the economic life. The trans- 
action price of the first futures market in the nation—the 
Shanghai Metals Exchange—has become the standard 
price or the reference price for metals exchange throughout 
the country. After being open less than a year, its total 
transactions have reached more than 60 million tons and 
the value of its transactions has broken 100 billion yuan 
and has elicited at great deal of respect and interest in the 
international futures field. 


Presently, mainland underground futures brokers are 
extremely active. But current laws and regulations are very 
unsound. They lack rudimentary supervision and there are 
obvious corrupt practices in the business. 


Internal management of underground futures brokers is 
extremely chaotic. They only care about collecting com- 
missions. Futures is still an unfamiliar term to the vast 
majority of the people in the country. Even several indi- 
vidual investors who are “speculating” on futures do not 
have a deep understanding of the method. And under- 
ground futures companies keep their mouths shut about 
the risks. They only play up that “playing” futures can earn 
a lot of money. Some even engage in business trickery such 
as delaying reporting the price and secretly overcharging. 
Because good and bad people are mixed in, there are no 
rules and regulations, and their accounts do not receive the 
accounting oversight of relevant departments, it is very 
easy to falsely report a few figures and mislead investors. 
Moreover, when there is a dispute with a customer, the 
department concerned does not pursue it, because they 
have no legal basis. 


Private Investors Suffer 90 Percent Losses 


A broker pointed out that, with the exception of special- 
ized investment organizations, private individuals 
engaging in commodities and foreign exchange futures 
exchanges have losses as high as 90 percent or more. A few 
customers who are expecting excessively high earnings 
have a hard time accepting [the situation] and public 
indignation is aroused, which can easily trigger the out- 
break of an incident. Several foreign futures specialists 
early on expressed deep concern about this. Excessive 
speculation not only can dampen the confidence of Chi- 
nese investors, ultimately it will have an impact on the just 
beginning Chinese futures market. 
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In another respect, the appearance of underground futures 
companies affects the business of regular licensed futures 
companies. A regular Guangzhou broker established at the 
end of last year is presently Guangdong’s most standard- 
ized company. But in the last two months, their total 
number of customers has fluctuated around 50 and their 
daily transactions at around 200, far from the ideal 500. 
The main reason is that the internal management of 
regular companies is rather strict compared to lax manage- 
ment of “underground” companies, creating several! 
imperceptible inconveniences for their customers to the 
point that the customers do not dare to lightly “patronize.” 


To Guard Against Losing Control There Must Be 
Legislation 


Several experts have pointed out that despite the general 
reliability and soundness in the initial development of the 
mainland futures market, in present-day China, the devel- 
opment of various types of futures brokers is too fast, too 
numerous, and too indiscriminate, and they are facing the 
danger of losing control. Moreover, the more than forty 
futures exchanges are essentially specialized and the scope 
of their business is very narrow and they are limited in the 
way that their operations follow international practice. 
Some have even become forward contract and wholesale 
markets. Even the Shanghat Metals Exchange and the 
Shenzhen Metals Exchange, in the view of foreign special- 
ists, are forward merchandise exchanges and are not 
strictly futures exchanges. 


Presently, many mainland futures brokers settle with for- 
eign exchange and exchange renminbi for foreign exchange 
and send it out of the country. But if they do not have 
permission, this amounts to foreign exchange flight. 
Because the departments concerned are not in agreement 
whether futures exchanges are a form of financial instru- 
ment or a business activity, regulations on futures 
exchanges are not distinct, not clear, and not specific. This 
situation has raised the concern of the state. 


Somewhat earlier the State Foreign Exchange Control 
Bureau gave approval for the Guangdong Foreign 
Exchange Subbureau to grant permits this year to run three 
or four futures companies, but they must be strictly 
checked by the department concerned and obtain an 
operating license before they can operate. If they go into 
operation on their own without approval, they will be 
considered in violation of the law and prosecuted. The first 
Guangzhou futures exchange laws and regulations, and the 
first in the nation, were formally promulgated a while ago. 
On 27 April, the State Industry and Commerce Adminis- 
trative Control Bureau promulgated the Provisional Con- 
trol Procedures for Futures Brokers and from that day the 
industry and commerce bureaus of various localities no 
longer handled futures brokers registrations, generally they 
are registered by the State Industry and Commerce 
Bureau. 


It is understood that the departments concerned are 
studying how to improve mainland futures markets and 
standardize futures brokering activities. The specialists 
concerned are appealing to the government that when they 
develop the futures market, they should become familiar 
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as quickly as possible with futures and establish standard 
rules and regulations for the operation of futures markets 
at an early date and not incite futures fever too early. They 
must now establish a centralized futures oversight and 
control organization and they can consider expanding the 
present National Securities Control Commussion to a 
National Futures and Securities Control Commussion. At 
the same time, they must formulate unified national 
futures exchange rules and regulations. 


boldCaption 


1. p. 57 (top left): A Futures Management and Adminis- 
tration Person Sent From Hong Kong Lectures Guangzhou 
Brokers 
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Article Says State Revenues Falling Rapidly 


94CE0144A Hong Kong TANGTAL [CONTEMPORARY] 
in Chinese No 31, 15 Oct 93 pp 40-42 


Article by Ti Fei (3321 7236): “An Internal Report on the 
tate of the PRC Shows That Its Treasury Is So Empty 
That It Is Going To Be Hard for Even a Sage To Rescue 
It”) 


[Text] In this “perilous autumn” of Zhu Rongji’s emer- 
gence, what is the state of the PRC central government's 
revenues? PRC national affairs experts Hu Angang [$170 
7254 6921] and Wang Shaoguang [3769 4801 0342] dis- 
closed certain facts about them a few months ago. A 
pertinent PRC party has also transmitted their substance 
internally. 


On 2 July 1993, the PRC's “top ace” in solving knotty 
problems—Vice Premier Zhu Rongyji, took the helm as 
the president of the Peoples’ Bank of China [PBOC]. As 
Zhu has been responsible in recent years for curing 
various complicated cases, such as inflation and state 
enterprise losses, the liquidation of triangular debt, and 
the suppression of peasant wrath, there have been both 
official and unofficial expectations that this grand 
master could cure today’s “national disaster”’—all eco- 
nomic problems, such as the “empty” treasury coffers 
caused by financial corruption. 


But while the collapse of a tall building is hard to prop up 
with just one log, the magic wand wielded by Zhu Rongyi 
could not go wrong. He was going to rectify the financial 
order to adjust the investment orientation, with the effi- 
cacy of this magic wand completely dependent on the 
financial regulation and contro! capability of the central 
government. 


So in this “perilous autumn” of Zhu Rongji’s emergence, 
what ts the state of the PRC central government's financial 
capability? PRC affairs expert Hu Angang and a U.S. PRC 
scholar, Wang Shaoguang, recently disclosed certain facts 
in a “Report on China’s National Capability.” 


How Strong Is the Central Revenue Capability? 


Hu and Wang pointed out in this report that: “Since the 
general separate revenue’ package system was instituted in 
1980, the state’s financial capability has declined rapidly, 
with government revenues extremely decentralized, and 
the center's macroeconomic control capability down.” 
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This has shown up in detail as: 


1. The ratio of revenues to GNP has dropped steadily, 
already being less than one-half that of industrialized 
countries with market economies. This revenue ratio had 
dropped from 31.2 percent in 1978 to 14.7 percent by 
1992, and is projected to be down to 11.3 percent by the 
year 2000. But in 1989, it was 34.6 percent in the United 
States, 45.9 percent in Germany, 46.1 percent in France, 
and 37.1 percent in Australia. 


2. Revenue growth elasticity is down, being in a state of 
low elasticity. From 1986 to 1991, revenues grew only 0.66 
percent per | percent growth of GNP. In comparison, from 
1979 to 1988, this revenue-growth elasticity value was 0.95 
percent in the United States, 1.094 percent in Britain, 
2.821 percent in Japan, 1.143 percent in India, and 0.899 
percent in Indonesia which, while ranking lowest, was still 
higher than China’s for the period. 


3. Central government revenue capability 1s down to its 
lowest point in PRC history. In 1989, China's ratio of 
central revenue spending to GNP was only 1.6 points 
higher than that of the former Yugoslavia, or one-fifth to 
two-fifths that of large developing countries with popula- 
tions of up to hundreds of millions, such as India. 


Revenues and expenditures are quite decentralized. While 
the ratio of central revenues to all revenues during the 
Seventh Five-Year Plan was about 40 percent, with local 
revenues at 60 percent, IMF data for the period show the 
ratio of central to all revenues at 88 percent in France, 63 
percent in Germany, 59 percent in the United States, 69 
percent in India, and 97 percent in Indonesia, with the 
only exception being Yugoslavia, where it was 28 percent. 
If we include extrabudgetary funds in revenues, then 
central revenues make up only one-fifth of all revenues, 
with local revenues accounting for the other four-fifths. 
World Bank experts have come to the conclusion that 
“there 1s probably no other country in the world where 
rome and expenditures are more decentralized than in 
ina.” 


Having made this comparison, Hu and Wang point out 
that: “In comparison to industrialized nations with market 
economies or large developing countries with populations 
of hundreds of millions, the Chinese Government's central 
revenue capability is severely inadequate, meaning that 
unless it takes resolute steps, it will be hard for it to fulfill 
its missions of market economy development during its 
conversion period.” As to the causes of the Central Gov- 
ernment’s declined financial capability, Hu and Wang 
hold unanimously that: As opposed to the contemporary 
revenue systems in general use in industrialized nations 
with market economies—tax separation and uniform tax- 
ation, Mainland China's current revenue package system 
has the severe defects of being nonstandard, unscientific, 
and not uniform. 


Where Is State Revenue Flowing? 


Due to the revenue shortage, the long-hoped-for sharp 
increase in salaries for emp vyees in institutions and state 
organs will again not occur in the short-term. 


Mainland China’s revenue losses are all through the fol- 
lowing channels: 
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1. fax Erosion. Under mainland China's current separate- 
revenue package system, the phenomenon of localities and 
enterprises acting out of local interests to arbitrarily insti- 
tute tax reductions and exemptions ts unstoppable, with 
enterprise tax evasion and avoidance quite common. A 
pertinent poli and projection shows that tax evasion and 
avoidance exists a: about 50-60 percent of China's state 
and collective enterprises, and in over 90 percent of its 
individual and private enterprises, with China's annual tax 
losses amounting to about 50 billion yuan. 


2. Profit-Payment Losses. This is seen mainly in the 
interception and shift of profits that should be paid to the 
government, through the following common methods: 
After fulfilling contracted profits, some intercept and shift 
surplus profits, even to the point of artificially fabricating 
book losses, some “accomodate” through counterfeit doc- 
uments (not only are such counterfeit invoices and docu- 
ments boldly fabricated by certain operating sectors, but 
they are also openly offered for sale on markets), making 
fraudulent applications and claims, and shifting income; 
some shift general-account income, such as joint-venture 
or tertiary enterprise income and unit nonoperating 
income, fine and confiscation income, and even some 
business income, to unit “small treasuries,” or even “fly it 
across the sea,”’ shifting it to temporary deposits in over- 
seas units, and others include nonproduction expenses in 
costs. Such losses are so large that they are hard to even 
investigate Or measure. 


3. Dual-Track-Price Erosion. In the process of economic 
and financial reform, some units, groups, and individuals 
that hold great authonty over commodities have accu- 
rately seen the opportunity of “dual-track prices,” taking 
advantage of their authority to buy long and sel! short, and 
seeking exorbitant profits without personal participation, 
with over 70 percent of such income flowing into private 
pockets. Data beginning in 1988 show that such revenue 
erosion has reached a high of about 100 billion yuan. In 
recent years, the reduction in state revenues due to dual- 
track prices has again expanded from the field of circula- 
tion into other fields. 


4. Rebate Losses. Mainland China's rebates (commissions, 
kickbacks] are certainly not like those in other market- 
economy countries, Le. a form of profit concession 
between industrial and commercial enterprises. The 
“rebates” prevalent in China’s purchase and marketing 
field are actually “advantage fees.” landing directly in 
private purses. Incomplete data from one small Chinese 
city show that the accumulated spending on rebate fees in 
1991 of over 5,000 industrial and commercial enterprises 
topped 100 million yuan. 


5. Interest Losses From Private Deposits of Public Funds. A 
typical poll published on a certain province finds that 
private deposits of public funds make up about 5-10 
percent of financial-institution deposits. Projecting from 
this, China has private deposits of public funds topping 
100 billion yuan, causing annual interest losses of about 3 
billion yuan. Certain local finance and banking depart- 
ments act in collusion, using state-revenue funds for 
phoney commissioning, lending, and division of interest. 
Banks collude with enterprises to profit from financing, 
which losses are also sizeable. 


6. Grey Distribution. This refers mainly to certain enter- 
prises and institutions violating state policy, by recklessly 
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concerned department finds that the wage income of 
employees throughout China shot up from its 1985 level of 
20.08 billion yuan (15 percent of payrolls) to 77.3 billion 
yuan by 1990 (26.2 percent of payrolls). Grey distribution 
is now still expanding, in some cases making up 40-50 
percent of all employee income, and even as high as several 
or dozens of times. 


7. Entertaining. The variety of pretexts for and ways of 
entertaining at public expense in China can be said to be 
unmatched anywhere else in the world. The State Statis- 
tical Bureau estimates that 60-70 percent of the business 
turnover of large- and mid-sized hotels and restaurants 
throughout China comes from entertaining at public 
expense. The most conservative estimate is that China 
loses as much as 80 billion yuan a year in public funds 
through entertainment. 


8. Conferences and Publicly Funded Tourism. The current 
various forms of exchange conferences, demonstration 
meetings, appraisal gatherings, cooperation get-togethers, 
and symposiums, as well as investigation groups leaving 
the country mostly for tourism, are innumerable, with the 
size of their spending leaving one speechless. The Ministry 
of Finance has disclosed that during the Seventh Five-Year 
Plan, domestic conference spending grew at an average of 
21 percent a year. 


9. Group Consumption. Many government organs and 
enterprise units compete with each other to see “which can 
consume the most.” Some units compete in purchasing air 
conditioners, color TVs, and expensive cars, indiscrimi- 
nately installing telephones, going in for ostentation and 
extravagance, and parading wealth, with all sorts of extrav- 
agance and waste prevalent, and social group consumption 
up sharply. In the first three quarters of 1992, nonproduc- 
tive group-consumption spending grew over 30 percent in 
21 mainland Chinese provinces, cities, and autonomous 
regions. There is basically no way to calculate the group- 
consumption spending through other channels. 


Corruption and Abuse of Power Are the Causes. 


This revenue erosion is essentially due to those with 
varying amounts of power and influence taking advantage 
of their authority to plunder public assets unscrupulously, 
with the opening of all ways being subject to the means of 
corruption and bribery. In recent years, there have been 
numerous major cases of graft and bribetaking involving 
millions and tens of millions of yuan, with such graft and 
corruption having spread to all government-authority sec- 
tors, such as public security, industrial commercial, taxa- 
tion, banking, land management, administration and law 
enforcement, and labor and personnel. This lamentable 
reality shows that the mainland Chinese Government 1s 
beyond cure. It could be said that it 1s precisely the corrupt 
political system that has created this corrupt bureaucracy, 
with China’s current overall situation being the result of 
the “endeavors” of those so corrupted. 


The Chinese Government also seems to have awakened to 
the cause of its current plight, with its “rectification of the 
financial order’ being accompanied by an “anti- 
corruption struggle.” which the people call anti-corruption 
led by the corrupt,“ so whose effects will certainly be 
suspect. As so many central figures of authority have 
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princes, princesses, and sons-in-law doing their utmost to 
get by improper means, what hope 1s there that those below 
a © Ge oe ae ee 


As China is now on the verge of paying for its autumn grain 
harvest, with peasants holding 1OUs for years angry to the 
point of bursting, any further passing out of IOUs will be 
bound to touch off an “autumn-harvest uprising.” So in 
order to bridge this pass, all specialized banks throughout 
China have turned over to the PBC all of their savings that 
are not out on loan (it 1s still not known how interest 1s to 
be paid on this), with recent transfers of 13 billion yuan 
from Guangdong and nearly 8 bi'lion yuan from Jiangsu. 
While this is inyecting a little blood into the exhausted state 
revenues, it is undoubtedly merely a drop in the bucket. 
With such a state financial capability to undertake the 
many heavy duties in the conversion period, such as 
stopping the slide in agricultural production, adjusting the 
slanted investment structure, easing the increasing infla- 
tion pressures, and opening up the bottleneck restraints in 
areas such as transportation and energy, even if Zhu 
Rongyi had the nerve to “clear up the whole mess thor- 
oughly,” it is feared that he lacks such tremendous power. 


Article Predicts Gold Market Could Surpass U-S. 


94CE0143A Hong Kong PAI-HSING HSIN-WEN 
CHOU-K’AN [PAIHSING NEWSWEEK] in Chinese 
No 28, 8 Oct 93 pp 50-52 


Article by Tang Wei-min (0781 3634 3046): “A Gold 
ing Frenzy Has Burst Forth in China—For the World 
Gold Market It Is a Case of “The East is Red”) 


[Text] Apart from anything else, if every Chinese woman 
wear a golden necklace, how many tons of gold 
would that take? 


According to a conservative estimate of the World Gold 
Association, in 1992, gold sold on the Chinese mainiand 
for ornamental purposes amounted to somewhat over 250 
tons, enough for China to overtake the United States 
which has held the record for the last 25 years as the 
world’s largest buyer of gold. 


On passing into the “Year of the Rooster” [1993], the gold 
ornament market throughout China has “turned the whole 
landscape red” [a poetic quote, red being the color of great 
zeal and flourishing prosperity] somewhat like an immense 
fiery explosion. 


Gold Prices on the Mainland Rose in Five Consecutive 


On the basis of last year, let us look more carefully at gold 
sales in Beijing, as gold prices rose within five months in 
five consecutive stages. They rose from the original 100 
yuan/gram to 150 yuan, to 115 yuan, to 120 yuan, 135 
yuan, to 140 yuan/gram, with swarms of buyers still cager 
to buy more. 


As gold prices on the mainland rose briskly almost daily, 
the temporarily declining world gold prices were thereby 
given a boost and restored to great splendor. Since March, 
world gold prices have risen 25 percent. London, Zurich, 
New York, and Hong Kong became bullish, prices msing 
from $325 to $360 per ounce. and after a short develop- 
ment at a slower pace, again suddenly jumping in May and 














In Changsha, the gold ornament sales outlets al the various 


large markets in new supplies, but 
still found all their supplies 1 sent to meet demand. 
At times, frantic emptied the shelves. Average daily 
transactions at the ornament counters reached to over 
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always been weak, and shops had 
gold ornaments from 100 to 95 yuan per gram, which still 
ornaments as bracelets of less than 99.99 fineness, which 
had been unwelcome in the past, have become fast selling 


In Nanjing, according to information from relevant quar- 


ilos per month, but since coming into the “Year 
the Rooster,” there has been a steep rise in the sales of 
gold ornaments. 
The last few days, according to news from the Third 
Shanghai Jewelry Exhibition, sales of various kinds of gold 


The Shanghai Far Eastern Gold and Silver Jeweiry Factory 
exhibited items it planned to put into production, such as 
isti ica i 12 animals of the Chinese 
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In their analyses of the world gold market, experts believe 
that the continued demand for gold by Chinese consumers 
is to blame for the continuous increase in gold prices 


policies. combined with 
the lumsted channels the use of cash savings. secondly 
are the preparations by the government to take action 


strong effect on the world gold market, so that traders are 
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beginning to watch more carefully thc huge market that the 
1.2 billion people of China represent. 


cent, used for gold coins and gold bullion only 0.3 percent, 
the ratio of gold ornaments bought for personal use was | | 
percent, and gold used im presents to others 6 percent. 
Overall. the rate of domestic gold purchases has not yet 


Seis cendaieh oat Calle alien do taaineme 
potential in the world for becoming the largest consumer of 
gold. China will, in effect. induce a shift im the entire 
market toward the east. 


Vigorous Inception of Privately Operated Gold Markets 


Faced with the strong demand in China’s gold ornament 
market and the steady nse in the prices of gold omaments. 
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where 75 state-run. collectively run, and privately oper- 
ating gold. silwer, and jewelry shops were concentratcdly 
engaged in productson. processing, and sales. 


Sndoctsten an to Gio Engurtties of Conteals 


authonty or government department. 
and disappear al) of their own, and there 1s mo way to Cover 
such cases statestacally. 


Even so, the People’s Bank of China has issued circular 


an opening-up o7 shall m be 2 closed area. The competent 
authonties are still im 2 quandary 23 10 thes next move. 


Analysis of Township, Town Extra Revenue, 


rm 


94CE01ITA Beijing JING YANIIV JECONOMIC 
RESEARCH] im Chinese No 9, 20 Sep 93 pp 38-44 


[Article by Sum Tanzhen (1327 3389 6966) and Zhu 
Gang (2612 6921) of the Chimese | of Social 
Seaences Rural Development inststwi¢e: ~ Amal- 


[Text] The rural reforms begun om 1978 have brought 
about 2 great im-rease in the commernculizabon rate of 


patie and onganizatson sysiem has brought woth ot some 
obwous changes mm lownship revenues and expondstures. 
whoch can be summarized as: 


1. The mmplementaton of conmtracied revenue sysiem for 
all levels started in 1990 woth che “separated responsibul- 
ity” of revenue and government whoch himked local rev- 
enue income and expendnures bringing clearh practacal 
benefits to all bewets of local government, and mnstiated an 
coonoma development mode! whch has a spect! plane on 
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the history of world economic development—one which is 
centered on the local government. 


2. The traditional rural revenue and expenditure system in 
China consists of internal budget revenue and external 
budget revenue; at the end of 1982, although there were 
20,000 people’s communes in China which had established 
a commune level revenue and expenditure system, it was a 
revenue and expenditure administration system which 
relied chiefly on “unified collection and distribution.” As 
development of the market economy provided the chief 
impetus to the continuous development of local econo- 
mies, all sorts of contradictions which had built up under 
the traditional revenue and expenditure system grew 
increasingly acute, and produced a new type of revenue 
and expenditure—extra revenue and expenditures for 
dealing these contradictions, and, as soon as this one was 
born, it spread rapidly and wildly catalyzed all manner of 
contradictions. 


We define revenue and expenditure here as the collection 
and application by the authorities of capital to support 
government activities, using their legal enforcement 
powers, in accordance with the practical situation of 
current local revenue and expenditure operations in 
China. All free capital collected by the enforcement powers 
of authorities by township governments are revenue 
income of this level of government, while all costs for all 
kinds of activities of township governments are expendi- 
tures of this level government. According to this broad 
meaning of revenue and expenditure, we divide revenue 
and expenditures into internal system revenue and 
external system revenue. The former refers to the internal 
and external budget revenue under the current financial 
administration system. The latter refers to self collected 
capital by township governments through all kinds and 
forms and to governmental expenditures caused by these. 


Along with continuous reform of the revenue and expen- 
diture system and the constant development of the rural 
economy, the extra revenue and expenditure of rural 
township governments has extended rapidly, increasing at 
a pace which has surpassed that of internal revenue and 
expenditure. In 1990, the gross income of township rev- 
enue nationwide was 48.5 billion RMB, a !.1-fold increase 
over 1986, with an annual average 20 percent rate of 
increase. Included in this was 36.1 billion RMB internal 
budget income, and 3.1 billion RMB external budget 
income, and 9.2 billion RMB in towns’ self-collected 
capital income, increases of 86 percent, 181 percent, and 
241 percent respectively from 1986.(Footnote)(Xiang Cai: 
“Strategic Study of China’s Rural Revenue and Expendi- 
ture Development,” CAIZHENG No.5, 1992). From 1990 
to the present we taken representative samples in areas 
which had different levels of development. The evidence 
showed that external revenue and expenditure has occu- 
pied a decisive position in the overall township revenue 
and expenditure. For instance, in 1989, in a town in 
suburban Beijing which has well developed township 
enterprises, out of a total of 61.25 million RMB gross 
yearly revenue and enterprises income, extra revenue and 
expenditure accounted for 77.4 percent, while budgeted 
income only accounted for 21.4 percent. In a town in 
Zhejiang Province in the same year, out of a gross yearly 
revenue income of 902,000 RMB, extra revenue and 
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expenditure accounted for 72.5 percent, while budgeted 
revenue and expenditure accounted for only 27.5 percent- 
(Footnote(Sun Tanzhen, Wang Zhaocai, Yaogang, San- 
benyumei: “China’s Economic Development and Agricul- 
tural Revenue and Expenditure,” published by the 
Japanese Institute of Asian Economy, as No.92 in the 
Special Overseas Joint Research Report Series, 1991. This 
report’s analysis showed that these towns’ extra revenue 
and expenditure amounted to very little at all.) In 1991, in 
a town in suburban Guangzhou, out of a gross yearly 
revenue and expenditure of 4.3 million RMB, extra 
income accounted for 91.6 percent, while budgeted income 
for only 8.4 percent; of the gross yearly expenditures of 
4.026 million RMB, extra expenditure accounted for 91.2 
percent. In a town of Dalian in the same year, the budgeted 
revenue income was over 17 million RMB, while extra 
expenditure was over 50 million RMB. In a suburban town 
of Shanghai, the gross revenue income was 4.06 million in 
1991, of which 67 percent came from extra revenue, while 
59 percent of the gross expenditure of 4.49 million RMB 
came from extra expenditure. Even in areas in which the 
agricultural economy is the dominant factor, extra revenue 
and expenditure still occupied a considerable portion. 
According to our representative sample, a town in Hunan 
provides a good example: of its 1991 gross revenue income 
of 1.077 million RMB, 41.3 percent came from extra 
revenue; of the gross expenditure of 1.012 million RMB, 
extra expenditure accounted for 41.7 percent. In one town 
in Zhejiang, out of a gross revenue income of 808,000 
RMB in 1989, extra revenue income accounted for 49.8 
percent. 


Because extra revenue and expenditure have played an 
increasingly important role in developing township local 
economies and in bringing township government into full 
play, therefore analyzing the causes and the operating 
system of township extra revenue and enterprises will aid 
in correctly grasping the current township revenue and 
expenditure system in China’s rural areas, and in adopting 
correct policies to make township revenue and expenditure 
play a bigger role in rural economic and social develop- 
ment. 


1. The Causes of Extra Revenue and Expenditure 


The rapid expansion of rural township extra revenue and 
expenditure in China was produced by an increasingly 
acute contradiction between financial system reform 
which was lagging and rural economic development which 
was increasingly focused on a market economy. It can be 
analyzed from the two aspects of supply and demand. We 
will look at supply first: 


A) The currently operating financial administration 
system creates supply insufficiencies. The rural financial 
administration system has taken four basic forms in 
China: (1) the system of “united collection and distribu- 
tion”; (2) the system of “fixing income and expenditures, 
handing over revenues to higher authority, partially 
sharing income according to a certain rate, allocating 
expenditures, not re-supplying those in deficit, and 
reserving surpluses”; (3) the system of “checking and 
ratifying revenues and expenditures, linking up revenues 
and expenditures, sharing the gross amount at a certain 
rate, and sharing part of excessive revenues at a certain 
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rate’; (4) the system of “dividing revenues and expendi- 
tures, checking and ratifying cardinal numbers, con- 
tracting revenues and expenditures.”’ Looking at develop- 
ment, towns which operated under the “united collection 
and distribution” two line system of revenue and expen- 
ditures showed a steady decline, while those towns which 
carried out linkage of revenues and expenditures showed a 
progressive increase. By the end of 1990, there were 32,700 
towns which had operated under the latter two systems, 
and this was more than 60 percent of all township financial 
offices.(Footnote)(“Accelerate Development of Township 
Revenue and Expenditure to a New Level,” CAIZHENG 
YANJIU ZILIAO No.32, 1991) These two systems 
expanded the jurisdiction of township revenues and expen- 
ditures, aroused the enthusiasm of township governments 
to organize financial income and reduce expenditures. 
However, because most township economies are still 
focused on agriculture, and with a few exceptions are at a 
lower development level in the rural areas of China, so the 
gross amount of budgeted revenue income which is 
focused on industrial and commercial taxes is low, and the 
tax resources unstable. Relevant documents show that in 
1990, there were about 25,000 towns with budgeted rev- 
enue income between 800,000 and | million RMB, 21,800 
towns with budgeted revenue income between 100,000 
and 800,000 RMB, and about 10 percent of the total 
number of towns were below 100,000 RMB. (Footnote- 
(Meng Chun: “Strategic Studies on China’s Township 
Development” in: Collected Essays on Township Revenue 
and Expenditure in Jiangsu, Zhejiang, and Anhui, 1992) 
Because most of the township governments have lower 
budgeted internal revenue income, according to the rules 
of the current revenue system their revenue income is 
severely limited. 


Meanwhile, although many towns have now implemented 
a financial management system in which the towns them- 
selves control that part of the excess profits above a base 
figure which is handed up after contract completion, still, 
it is also true that implementation of “handing up all 
revenue income to higher authority, allocating expendi- 
tures by checked and ratified amounts,” etc., is obviously 
off the track of “united collection and allocation.” In 
addition, most towns did not fix a state reserve, and 
therefore, indeed, the budgeted revenue income which can 
be supply to towns for their own use will be discounted for 
a variety of reasons. Meanwhile, it is extremely inconve- 
nient to use township level financial capital, while at 
present, the means and the rate at which capital is shared 
has not been systematically or legally stabilized, so is 
affected by such things as changes in policy, town leaders’ 
negotiating ability and the attention paid to their personal 
careers as officials, etc. This is highly unstable, and has led 
to a situation wherein controllable revenue income of 
township revenue and expenditures has not changed regu- 
larly along with changes in tax collections, etc., so that the 
surplus funds are often insufficient, while revenue income 
shortages continue to exceed the base. So the imperfection 
of the budgeted revenue management system presents a 
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serious obstacle to building and developing township rev- 
enue and expenditures, which leads township governments 
to try creating other financial resources to break out of the 
limitations of the budgeted financial system. 


2. The imperfections in the tax collection administration 
system currently in operation induces local governments to 
expand extra revenue income. China’s local revenue 
chiefly depends on taxes collected from local enterprises. 
These are the three types of industrial and commercial 
taxes, that is, products tax, business tax, and value added 
tax. These three taxes constitute the largest proportion, 
and divided into central and local taxes; meanwhile, 
current policy provides that local governments share cer- 
tain tax deduction rights, which leads local governments to 
convert this kind of revenue sharing into a benefits system 
for local revenue. With this motive, local governments 
take full advantage of tax deduction rights, and put tax 
resources into the principal taxable economic entity. 
Township governments of each locality use every possible 
means in the attempt to get favorable tax deductions for 
township enterprises, especially for collective township 
enterprises, so that enterprises pay less taxes or none at all. 
They then use other means to turn tax resources into 
township self collected capital income; an example of this 
is turning over township enterprises benefits and admin- 
istration fees, fund raising, apportion, strong financial 
support, etc. 


3. The development of local economy has expanded 
sources of extra revenue and expenditure. Since 1978, the 
development of local economy as represented by township 
enterprises has been the most vigorous and distinct. In 
1991, the gross output of township enterprises reached 
1,162.17 billion yuan, an increase of 20 times that of 1979, 
and with a 29 percent average annual rate of increase. The 
rapid development of rural economy represented by town- 
ship enterprises created wide financial resources for town- 
ship extra revenue. This has especially been the case in 
some township enterprises developed areas, where town- 
ship governments have directly gained considerable extra 
revenue from profits turned over to them by enterprises. 


In addition, from the standpoint of needs, what is 
required for development of the local economy and 
society’s self development, population growth, inflation, 
and new types of consumption which have appeared 
along with the development of the economy, etc., have 
all caused expenditures to increase rapidly. Especially 
rapid has been the development of local economies and 
expenditures related to the supply of public products and 
the need to deal promptly with external economic influ- 
ences. Because the nature of public products is mani- 
fested in “nonexclusivity” (meaning it is impossible to 
collect usage fees or ask excessive costs) and ‘“noncom- 
petitiveness” in consumption, so, under market 
economy conditions, the supply of public products can 
only be resolved by governmental means through finan- 
cial expenditures. As for dealing with external influences 
under market economy conditions, when there are 
inconsistencies between the societal cost of a product or 
service and the individual cost, and between societal 
usage and individual usage, it demands that government 
do something to deal with those external influences. 
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In the current situation, the following are the reasons for 
requiring that township revenue and expenditures increase 
in rural China: 


(1) The population tends to be urban. With development 
of township enterprises and the rural economy, the devel- 
opment level of townships and market trends in the 
countryside have improved greatly. The developing ten- 
dency of township and market has led to an increased 
demand for social capital-type products; for example, the 
demand for telecommunications facilities, sewers, park 
constructions, etc., has been vigorous. (2) The educational 
level has improved. With the income level of the peasants 
improved, their educational needs are increasing daily. 
Meanwhile, because so..cty’s usage of education is far 
bigger than individual usage, so, in addition to farm 
families bearing part of the educational costs, the govern- 
ment has to bear a substantial part of educational costs as 
well. (3) With deepening reform and the progressive estab- 
lishment of a market economic system, there has been a 
constant need to maintain the basic framework and order 
of socio-economic life; for instance, legislation, law 
enforcement, public security, statistics, resource manage- 
ment and general executive affairs, etc. (4) The short 
supply and dispersal of private capital, the peasants’ love 
of consumption and savings combined with their weak 
knowledge of risk investment, forms pressures on the 
conduct of direct investment and expansion of township 
economy development by government revenue and expen- 
diture. (5) Township leaders have an affinity for pursuing 
short term profits, official achievements, and all sorts of 
“reaching standard” activities, etc., cause increases in 
every kind of nonconstructive costs. (6) The scale and 
standard of expenditure for every type of cost which ts 
fixed in the revenue and expenditure regulations currently 
in operation are far lower than the practical needs of each 
locality; for some projects, higher authority promised to 
increase such revenue allocations, as the wage subsidy, 
grain price subsidy, transport subsidy, etc., but did not do 
so, which required that the townships add expenditures. 
All these pushed townships to look for sources of extra 
revenue and expenditure. 


2. Sources and characteristics of township extra revenue and 
expenditure. 


At present, township extra revenue in rural China comes 
chiefly from the following several sources: 


1) Profits and administrative fees handed over by town- 
ship enterprises. In 1991, the net after-tax profits of the 
two levels of town and village from collective enterprises 
had reached 28.47 billion RMB. (Footnote China Statis- 
tical Yearbook 1992 China Statistics Publishing House) A 
guess at the gross income ratio of town-run to village-run 
enterprises would be that half of the net after-tax profits 
must come from town-run enterprises. Meanwhile, because 
of such factors as untruthful reporting, the actual profits are 
far more than the statistical figure. Profits and administra- 
tive fees which are handed over to township governments by 
town-run enterprises constitute the main body of extra 
revenue and expenditure. In addition, enterprises run by 
villages, associated families, and individual industrial and 
commercial families, etc. should all hand over a fixed 
amount of administrative fees to township governments. 2) 
Capital uniformly collected by townships, including revenue 
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collected by township governments according to state regu- 
lations. Up to 1990, there were as many as 149 projects 
which were authorized in documents of every state ministry 
and commission to collect funds from peasants. These 
included chiefly: educational fees, family planning fees, fees 
to provide special care to family members of revolutionary 
martyrs and servicemen, training fees for militiamen, sub- 
sidy fees to rural cadres, construction fees for social public 
affairs, etc. 3) All types of fund raising and monetary 
contributions. This includes enterprise and personal fund 
— and monetary contributions on the township scale, 
as well as from overseas people and organs, e.g., contribu- 
tions of money from countrymen residing abroad, etc., This 
type of revenue has recently been on the increase in many 
localities. 4) Incomes from various kinds of fines and 
confiscations. During the period of establishing, main- 
taining, and implementing a new economic system and 
social life, this type of income will tend to increase. 


Through analyses to actual surveys in some localities, we 
know that the extra township revenue and expenditure in 
rural China differs in nature from budgeted revenue and 
expenditure. 


|. In areas with differing levels of economic development, 
the extra revenue and expenditure structure differs as well. 
Generally speaking, in economically developed areas, 
those with stronger collective economic power, not only is 
the extra revenue and expenditure at a high level, the 
resources are also relatively concentrated. Revenue is 
reliant chiefly on profits handed over by collective town- 
ship enterprises, administrative fees, and united capital 
collection by townships. For instance, in 1989, the extra 
revenue from a town in Beijing was 47.425 million RMB, 
including 30.093 million RMB which was handed over by 
township enterprises, 63.5 percent of the total. In 1991, the 
extra revenue from a town in Guangzhou totalled 3.936 
million RMB; included in this was 2.282 million RMB 
from enterprises, which was 58 percent of the gross rev- 
enue, and 1.43 million RMB united capital collection by 
townships, which was 36.4 percent, and these two revenues 
together constituted 94.4 percent of the gross income. In 
1991, the extra revenue from a town in Dalian was 2.96 
million RMB, including 1.65 million RMB from enter- 
prises, which was 55.7 percent of gross revenue, and 
920,000 RMB in united capital collection by townships, 
which was 31.1 percent, these two incomes in total consti- 
tuting 86.8 percent of total revenue. Indeed, in many areas 
where the collective economy developed to a higher level, 
the townships’ united capital collection came chiefly from 
collective economic profits handed over by village-run 
enterprises, and this extended the extra revenue from 
enterprise profits, both in amount and rate. 


In areas where the economy is undeveloped, extra revenue 
and expenditure are at a low level, chiefly reliant on direct 
resources from townships’ united collection of capital 
which comes from budget income of farm families and 
land contract administrative fees and other temporary 
fund raising, monetary contributions, etc. Take Yunnan as 
an example: in 1990, 20 percent of the province’s township 
self-collected capital came from profits of township enter- 
prises and institutes, which was concentrated 1n a few areas 
where the level of economic development was higher, all 
items of united capital collection usually constituted about 
75 percent.(Footnote(Chen Yingxuan: “Gradually Perfect 
Construction of Township Revenue and Expenditure to 
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Promote Comprehensive Development of Rural Econ- 
omy,” YUNNAN CAIZHENG YANJIU, No 10, 1991) 
Take Hunan as another example: in 1991, the extra rev- 
enue totalled 445,000 RMB, and of this, 130,000 RMB was 
from enterprise profits, which was only 29.9 percent, far 
lower than the rate for the same type of revenue in 
economically developed areas; the townships’ united cap- 
ital collection was 106,000 RMB, which was only 23.8 
percent of the total. Fund raising of various kinds and 
contributions of money came to 80,000 RMB, which was 
10 percent of the total; penalties of all kinds and confis- 
cated income came to 80,000 RMB, which was 18 percent. 
The extra revenue structure in this town was very repre- 
sentative of the current situation in the undeveloped areas, 
that is, a low level of income, highly scattered resources, 
and enterprises which find it difficult to constitute a main 
revenue and expenditure entity. 


2. Prerogative is characterized by the authorities using 
their powers to collect capital as they choose. But, a 
township government operates at one level of govern- 
mental power, and this kind of enforcement power of the 
authorities is often executed through direct or attached 
relationships, and is usually characterized by prerogative 
and subjectivity. As for township enterprises, because of a 
lot of these enterprises are run by collective investment, 
their property rights are very unclear, so that the township 
government then truly become the owner of enterprises, 
and leaders of the enterprises are appointed by govern- 
ment. Township governments take advantage of this spe- 
cial status and executive privilege, so they not only can 
establish the rate and standard of profits and administra- 
tive fees for enterprises to hand over as the governments 
will, the can also assign quotas and fund raising to enter- 
prises. This also was the major reason why at present 
township extra revenue is the easiest to collect from 
township enterprises. Speaking of township united capital 
collections, township governments have collected this cap- 
ital through village cooperative economic organs. 
Although the state has already fixed a certain rate and 
standard for this capital to prevent adding to the peasants’ 
burden, it has been hard to restrain the actions of some 
township governments, while peasants have such strong 
dependence on township executive organs, which makes it 
hard to restrain either. Based on a nationwide rough 
estimate of rural economy supervision departments of the 
Ministry of Agriculture, the average peasant’s cost for 
executive fees, all kinds of penalties, fund raising and 
quotas, etc., which are countable, amounted to 13.8 RMB 
in 1991, which was 2.5 percent of the average peasant’s 
income. Reserves of directly assumed collections and 
united collective fees by peasants came to 29.2 RMB per 
peasant, which was 5.3 percent of last year’s average per 
peasant income.(Footnote)(Cooperative Agricultural Eco- 
nomics Guidance Office of the Ministry of Agriculture: 
“Comprehensive Analysis of the Burden on China’s Peas- 
ants” in: NONCUN HEZUO JINGJI, Supplementary 
Issue, 12 June 1992) Among the burdens listed above, in 
addition to those parts which were withdrawn, reserved by 
higher level departments or village committee, quite a 
substantial share became township extra revenue and 
expenditure. 


3. Lack of continuity and stability in yearly and specific 
revenue projects. The reasons are: first, extra revenue is 
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determined to a large degree by the profit situation of 
township enterprises. As the state cancels all kinds of 
favorable policies to develop township enterprises, enter- 
prise development is facing increasingly fierce market 
competition, their advantages are steadily disappearing, so 
that within the scope of a township, enterprise profits are 
always unstable, which causes yearly fluctuations in extra 
revenue. Second, because extra revenue is often collected 
according to the demands of temporary expenditure, so 
there is a lack of continuity in specific income. 


3. Functions and Uses of Township Revenue and 
Expenditure 


In the process of building a socialist market economic 
system, the rural township government is the basic 
authority organ of the state, and plays an absolutely 
essential role in developing the rural socialist market 
economy. International experience has proven that under 
market economy conditions, the following several func- 
tions must be assumed by government which represents 
public benefits. 


1. The function of supplying public products and dealing 
with external effects. This function of government revenue 
and expenditure acts to rationally allocate resources 
between practical benefits and future benefits, individual 
benefits and societal benefits, in order to satisfy the 
greatest need for public benefits by the whole of society's 
members. 


2. The distribution function. This function serves chiefly 
to guarantee fairness in income distribution to those 
members of society who are at the lowest living standard, 
especially under the conditions of a market economy 
operations system, to resolve the problem of unbalanced 
income distribution that is caused by this, reducing the gap 
between rich and poor; it also includes implementing 
protective policies for special industries such as agricul- 
ture, carrying out regional redistribution to reduce regional 
variations. 


3. The function of stability. In this, the government 
maintains the employment level and price stability 
through its macroeconomic management of gross supply 
and demand, for example, such adjustments as the cur- 
rency supply, interest rates, foreign exchange rates, and tax 
rates, etc. to bring about stability in macroeconomic 
activity and social life. 


4. The function of promoting economic growth. In devel- 
oping countries, it directly drives economic development 
in developing areas by means of the government’s invest- 
ment action to compensate for the restrictions of such 
factors as a lack of essential capital and weak risk knowl- 
edge among the microeconomic main body. 


But, there are definite divisions of labor and emphasis 
placed on the aforementioned governmental functions by 
the central and local governments, and the various levels of 
local governments. Generally speaking, the stability func- 
tion plays a lesser role in rural township government 
public revenue and expenditure. Speaking of the distribu- 
tion function, in economically developed areas the peasant 
standard of living has improved considerably due to devel- 
opment of township enterprises. Although there certainly 
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are income differences among farm families, the phenom- 
enon of absolute poverty has been basically eradicated, 
and governments need to provide only a part of transferred 
expenditure for a few households which enjoy the five 
guarantees. In some towns where the collective economy is 
at a higher level of development, governments limit expan- 
sion of the gap between rich and poor through the united 
distribution policy inside the collective economy. The 
distribution function of township revenue and expenditure 
in areas of this sort is enacted chiefly through the policy of 
subsidizing agriculture by industry, to level the income gap 
inside the collective. In economically undeveloped areas, it 
relies chiefly on various kinds of relief money and poverty 
assistance funds from the state and higher levels of gov- 
ernment to resolve the poverty of peasants. Township 
governments need not do this, nor do they have the ability 
to supply more transferred expenditure. Speaking of the 
stability function, only the central government can make 
adjustments in currency issuance, interest rates, foreign 
exchange rates, tax rates, etc.; it is impossible for local 
governments to be involved with these matters. 


But looking at the functions of supplying public products, 
dealing with external effects, and promoting economic 
growth, we see that local governments can grasp various 
kinds of information better, because residents in society’s 
different regions place differing stresses on different public 
products, and make different selections as to type of 
economic and social development. Therefore, local gov- 
ernments can better supply public products and deal with 
external effects, so township government’s effect in this 
regard especia'ly has potential. Investigation of the current 
operational situation for China’s rural township revenue 
and expenditure shows that extra revenue and expenditure 
play a very important role in supplying public products, 
dealing with external effect and promoting economic 
growth. 


At present, there are three major types of rural revenue 
expenditure: 1) expenditure for development, which 
chiefly includes investment in fundamental facilities, 
expenditures on investment to township enterprises, and 
on support for agricultural production; 2) expenditures on 
administrative matters, which mainly consists of opera- 
tional and administrative fees for each department of 
township government; 3) expenditure on societal affairs, 
which chiefly include culture, education, health fees, social 
welfare, etc. In the scope of the above listed expenditures, 
extra revenue obviously differs in nature from budget 
revenue, so it shows its positive effect in township eco- 
nomic and social development. 


1. In many towns, the distinct, constructive character of 
extra revenue and expenditure in supplying public prod- 
ucts and dealing with external effects, makes it the main 
body of public investment. At present, among the first 
class township budget expenditures in rural China, fees for 
cultural, educational, and health affairs predominate, 
reaching more than 70 percent in many towns. But these 
expenditures are totally consumable, of consumption, 
going chiefly for population fees and daily costs, so it is 
necessary to use surplus capital on constructive invest- 
ment. The situation is different for extra revenue and 
expenditure, where the rate of use on such capital construc- 
tion as public facilities, etc., is higher. For example, in a 
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certain town in Hunan Province, several million RMB 
were expended on establishment and enlargement of the 
township people’s hospital’s clinic building, bridges, etc. 
Other than a part of these projects which were aided by 
higher level departments, this was handled for the most 
part by township extra revenue. In 1988, a certain town in 
Dalian put ten million RMB into construction of a middle 
school, and most of its capital was provided by the 
township’s own fund raising. At present, major public 
expenditures of township extra revenue include social 
service type investments such as school buildings, hospi- 
tals, etc., and construction of infrastructural facilities such 
as roads, bridges, telecommunications, etc. 


2. Expenditure on productive construction. No matter 
whether in towns which are economically developed or 
undeveloped, budget revenue is rarely expended on town- 
ship enterprises and agricultural production, but extra 
revenue has had a distinctly positive effect on promoting 
economic growth through its investment activities. This is 
effect is even more prominent in economically developed 
towns. For example, in 1991, among the extra expenditure 
of a Dalian suburb, direct investment on agriculture and 
industry was up 1.69 million RMB, which was 37.1! percent 
of the total extra expenditures; in 1991, a Guangzhou 
suburban town’s invested |.208 million RMB on township 
enterprises, which was 32.9 percent of the total extra 
expenditure. In many Chinese towns, because of the severe 
shortage and scattered nature of private capital, the peas- 
ants’ strong emphasis on consumption and slight knowl- 
edge of risk investment, plus their being in a lower income 
situation, kept financial organs undeveloped and caused a 
serious shortage of productive investment in rural areas, 
which restricts economic development. Therefore, town- 
ship government concentration on extra revenue for 
investment must play a role in strongly pushing local 
economic development, and this has already been proven 
by practice in some economically developed areas in 
hina. 


3. It plays an important role in supply public products 
concerned with establishing, maintaining and operating a 
new order. Since 1978, the state has added or strengthened 
organs related to economic activities, such as statistics, law 
enforcement, public security, technical quality supervision 
and service, township enterprises administration and 
resources management, etc. Among all these new organs 
and their increased staffing, a part of them were obviously 
consistent with the functions and work assignments of 
government bestowed on it by the new economic system. 
Among expenditure of this sort, extra revenue took on 
quite a bit. In 1991, in a certain town in Shaanxi Province, 
Our investigation of organs and employees added since 
1978 showed that among these newly added organs and 
employees, those employees who worked in the public 
products listed above and whose sphere was concerned 
with economic activities constituted 94 percent of the total 
of new employees. Newly added employees inside the 
state’s budget occupied only 40 percent, 30 percent were 
budgeted by county revenue and expenditure, and the 
remaining 30 percent were borne by extra revenue and 
expenditure of township. In 1991's investigation of a town 
in a Guangzhou suburb showed that among organs newly 
added since 1978, except for the township party school and 
the township office of the national congress, all organs 
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were related to economic administration, legal services, 
urban residents’ life services, and administration func- 
tions. In this town, employees newly added since 1978 
constituted 69 percent of all township cadres, and of these, 
cadres who were employed by township self collected 
capital occupied 44 percent of the total of newly added 
employees. Practical investigations in other, different type, 
areas (such as Dalian, Shandong, Beijing, Zhejiang and 
Shanghai, etc.) had similar results. 


4. Conclusion 


1. At present, there now are a great deal of problems with 
extra revenue and expenditures, including the common 
criticism that there is a lack of an efficient system of 
supervision and administration. This makes it easy to 
form a “small treasury” of township leaders, and produce 
a “breeding bed” of regulation violations. According to 
our understanding of relevant documents, since three 
major investigations were launched in 1985, analysis of the 
volume of money involved showed that 90 percent of the 
problems were related to this part of the capital. (Foot- 
note)(Li Jinwen, et al.: “Reflections on Several Problems 
Related to Township Revenue and Expenditure,” 
CAIZHENG YANJIU ZILIAO No 31, 1991). However, 
the aforementioned analysis showed that extra revenue 
and expenditure was the product of a contradiction 
between development of the market economy and the 
regressiveness of financial system reform. It has the char- 
acteristics of being productive, supplying public products 
and dealing with external effects, and plays an important 
role which cannot not be ignored in the process of devel- 
oping local economic and social development; thus, we 
cannot simply add denials and restrictions to it. 


2. As for the expenditure type of extra revenue, it is an 
important part of supplying external public products and 
dealing with external effects. Theoretically, local govern- 
ments in different localities can determine their expendi- 
ture actions according to demand for public products in 
their own local areas, whatever is best for meeting the 
demand to deal with external effects, for meeting the 
people’s needs, and for maximizing the public welfare of 
the residents of that local society. Especially if the concern 
is only with a relatively small area of towns, it 1s easier to 
do it. But, due to various shortcomings in the current 
Chinese administrative system, the short term actions of 
local grassroots level leaders, and some other factors, this 
has often led to governmental actions deviating from what 
is favorable to the members of their local society, twisting 
resources allocation, and adding to the peasants’ burden. 
This, then, is a problem demanding conscientious study 
and resolution: how to supply public products and collect 
capital for dealing with external effects according to what 
is favorable to and capable of dealing with the burden on 
societal members. 


3. Because most rural township enterprises have strong 
attachments to the rural community executive organs in 
China, they lack the power to restrict government activi- 
ties, which causes extra revenue and expenditure to be 
quite unstable and subject to whim. Under the conditions 
of limited rural domestic income and average income 
level, if re-allocation to enterprises and peasants after they 
have handed over taxes to the state is done at will, it must 
have unfavorable effects on the economic activities of 
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enterprises and peasants, and ultimately lead to a reduc- 
tion in revenue a weakening of the revenue function. One 
of the options for improving this situation is to convert a 
part of the extra revenue and expenditure projects into 
local taxes, regulate it through legal means, and allow it to 
be budgeted by local governments. 


Further RMB Depreciation Expected 


94CE0077B Hong Kong PAI-HSING HSIN-WEN 
CHOU-K’'AN [PAIHSING NEWSWEEK] in Chinese 
No 25, 17 Sep 93 pp 54-55 


[Article by Ch’en Kang (7115 1511): “Confidence 
in the Renminbi Insufficient, Renminbi Could Further 
Depreciate”’} 


[Text] The mainland’s renminbi (RMB) recently has been 
rather stable, making for a temporary lessening of official 
pressure. But there still is danger of a further decline in the 
RMB. Several experts have come out with analyses of this 
problem and made proposals to the central department. 
But these proposals have all been tied up in the upper 
echelon and the experts all are upset. 


The RMB Devaluation View Is “Killed” 


What is worse, the mainland departments concerned have 
recently told dissemination units that they may not report 
the view that the RMB could be further devalued, making 
the situation more mysterious. The analysis and opinion 
that this reporter is expressing in this article is among the 
opinions “killed.” 


Of course, this reporter has not written off the official 
efforts to adjust and control the RMB. Actually, the 
Chinese Government recently has adopted extremely strict 
measures and ordered local banks to recall conversion 
funds and loans to assure key projects and agricultural 
byproduct purchasing funds. So, all the local banks are 
adopting measures to recall funds one after the other. The 
RMB money market is extremely tight, and the State 
Council has now issued a notice that within the year it will 
abolish the foreign exchange quotas of foreign trade enter- 
prises, Causing some enterprises with rather large foreign 
exchange balances to sell off large quantities of foreign 
exchange. 


Strong Measures Only Reap Temporary Effects 


In another previous period when the banks forced enter- 
prises that were hoarding foreign exchange to pay back, 
they also sold off large quantities of foreign exchange one 
after the other and rushed to convert it to RMB to pay 
back. With this background, the RMB exchange rate went 
straight up. At the same time, the Bank of China twice 
raised the savings interest rates, causing savings interest 
rates to reach double digits and temporarily calming the 
fear of devaluation of the RMB among Chinese citizens. It 
certainly was temporarily useful in restoring confidence in 
the RMB. 


But it was all the temporary change of strict measures 
adopted by central authorities. With the passing of time, 
these central policies gradually lost their effectiveness and 
the RMB was further devalued. Because in the present 
situation the RMB is receiving more and more pressure, 
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measures adopted by the central authorities cannot thor- 
oughly eliminate pressure on the RMB. 


i en of Payments Could Change From Surplus to 
t 


As regards the overall foreign trade situation, China is 
changing from a surplus to a deficit. From 1990 through 
1992, the mainland had three successive years of surpluses 
and accumulated US$20 billion in foreign exchange. With 
the Bank of China’s foreign exchange supply added, it 
totalled US$40 billion. Since 1992 China’s export situa- 
tion has worsened. Imports have increased by 25 percent, 
but exports have only increased by 18 percent. This year 
the situation is even more serious. Imports are clearly 
greater than exports and the surplus is getting smaller and 
smaller. It is estimated that in the last half of this year, a 
deficit in the balance of payments will occur. Looking at 
the first half of this year, it is quite obvious that the 
lowering of the exchange rate on the RMB to help exports 
of Chinese enterprises by no means accomplished this 
result. China’s present reduction in the money supply is 
leading to a rise in the RMB exchange rate and is even 
more unhelpful to the exports of Chinese enterprises, and 
China’s balance of payments deficit could increase, 
thereby essentially creating greater pressure on the RMB. 


Sustained growth of China’s imports could lead to greater 
pressure on the RMB. According to mainland statistics for 
the past thirteen years, three months after every 100 
million yuan increase in domestic investment, imports 
increase by about US$15 million. In the recent rapid 
growth of the Chinese economy, the reason that the 
retrenchment policies adopted by the central authorities 
have not had the necessary effect is because the central 
authorities can only control the portion ini the central plan 
and they can by no means control the large portion of 
provincial, municipal, and local investment and the 
investment outside the plan. If the central authorities 
adopt total retrenchment and administrative measures, it 
also could have a serious impact on the domestic economy. 
So, future imports could still increase greatly. Certainly, 
“restoration to the General Agreement on Tariffs and 
Trade (GATT)” also could force China to lower tariffs, 
leading to a large increase in imports. This obviously could 
increase pressure on the RMB. 


It presently appears that the RMB exchange rate could 
temporarily decline, but it cannot be sustained. And once 
the RMB exchange rate declines again, the Chinese gov- 
ernment obviously cannot use economic force to sell off 
large quantities of foreign exchange to safeguard the 
strength of the value of the RMB. Because the Chinese 
Government understands this, the exchange rate for the 
RMB will decline. It is necessary to promote exports and it 
is necessary to cope with the vigorous increase in imports 
after “restoration to GATT” and its impact on national 
industry. 


High Estimate of the RMB Value Leads to Black Market 
Rates of Exchange 


It is extremely obvious that China in not establishing a 
favorable balance of payments base for the stability of 
adjustments in the exchange rate, but using administrative 
methods to control and limit foreign exchange prices, 
ultimately can only create a high appraisal of the RMB. 
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Individuals and companies that have foreign exchange do 
not want to take their foreign exchange to the adjustment 
market to sell, causing the foreign exchange adjustment 
market “to have a price, but no market.” This situation 
can only promote the pouring of a large amount of foreign 
exchange into the black market for sale and China’s black 
market value has for a time reached the high level of 11 
yuan to the U.S. dollar. So, China’s reform of the exchange 
rate will impel further devaluation of the RMB. Elimi- 
nating the foreign exchange quota and changing “quota 
controls” to “spot price controls” requires that the posted 
exchange rate price of the RMB be devalued to the level of 
the adjusted exchange rate, that is, from the current official 
rate of 5.8 yuan to the U.S. dollar to approximately 9 yuan. 
This will force the RMB exchange rate to be further 
devalued to between 8.5 and 10 yuan. 


Foreign exchange black market trends are determined 
from the supply and demand relationship of RMB and 
foreign exc . When foreign exchange supply and 
demand are unbalanced, the RMB can be devalued. But 
the domestic economy is presently contracting and issu- 
ance of RMB is controlled. The RMB could increase in 
value for a period of time and the the government could at 
the same time adopt measures to reduce the economy. So, 
a policy to tighten the RMB could temporarily support 
stability. But a rather great number of Chinese economists 
agree with this reporter that the goal of reducing the 
economy will not necessarily be effective and it is not easy 
to be optimistic about the situation. If it is not handled 
properly, serious inflation could quite possibly occur and 
control of the issuance of the RMB could be lost, causing 
further devaluation. 


Agitation to devalue the RMB also causes Chinese citizens 
to develop a mentality anticipating devaluation. This 
mentality is extremely unhelpful to maintaining the sta- 
bility of the RMB. From the present situation it appears 
that mainland citizens generally expect that the RMB 
could be devalued. There is insufficient confidence in the 
RMB, although the —t interest on domestic foreign 
exchange deposits is only 3 percent, two thirds or more 
lower than the interest on RMB deposits. But the vast 
majority of citizens still do not want to sell large quantities 
of foreign currency to buy RMB. Rather they have a 
tendency to save much foreign exchange to maintain their 
worth. According to this reporter's statistics, mainland 
citizens’ private savings have reached US$10 billion, half 
the national foreign exchange reserves. It can be affirmed 
that in a short while, in addition to stocks, stockpiling 
foreign exchange will be mainland citizens’ future way of 
maintaining their worth and the principal method of 
guarding against risks. With the trend of this kind of 
mentality of Chinese citizens, it will be very difficult to 
avoid further devaluation of the RMB. 


INDUSTRY 


More High-Tech Enterprises Set Up in Shanghai 


OW2012011393 Beijing XINHUA in English 0020 GMT 
20 Dec 93 


[Text] Shanghai, December 20 (XINHUA)—146 hi-tech 
enterprises have been approved this year in Shanghai, the 
leading industrial city in China, double the figure of last 
year. 
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The city now has 261 high-tech firms. 


The enterprises cover micro-electronics, computers, fiber 
optic communications, bioengineering, lasers, space and 
aviation technology, and energy. 


The total output value of these enterprises has exceeded 14 
billion yuan. Per capita output value and profit are much 
higher than in traditional industry. 


Shanghai has outlined a number of preferential policies to 
encourage the development of hi-tech enterprises. 


FOREIGN TRADE, INVESTMENT 


First Bonded Zone Customs Opens in Tianjin 


OW 1812113493 Beijing XINHUA in English 1047 GMT 
18 Dec 93 


[Text] Tianjin, December 18 (XINHUA)—The first cus- 
toms post set up in one of China’s bonded zones officially 
opened today in this north China port city. 


Among the country’s officially-approved 14 bonded zones, 
the one in Tianjin was established in May 1991, and went 
into commercial operation a year later. 


So far, more than 1,600 foreign enterprises have registered 
at the customs office, which handled 17,000 declaration 
forms and goods valued at nearly 950 million U.S. dollars 
in its trial operation. 


POPULATION 


Shortcomings of Family Planning Assessment 


94CE0158B Beijing RENKOU YANJIU [POPULATION 
RESEARCH] in Chinese No 83, 29 Sep 93 pp 62-64 


[Article by Ma Lanmei (74356 5695 2734), party secretary 
in charge of family planning in Rugao City, Jiangsu 
Province: “Cursory Discussion of Shortcomings in the 
Performance Evaluations of Family Planning and Possible 
Remedies”’} 


[Excerpt] First, the target figures set in the performance 
evaluations are unrealistic, one and the same target is 
being assigned to lower levels, in a sweeping manner, at 
one time high, at one time low, or without differentiating 
between good and poor foundations at those lower levels. 
For instance, in the last few years, almost all the provinces 
and cities assigned a target of 15 per million as the norm 
for population birth rates. Taking Rugao as example, the 
city of Nantong assigned to Rugao an annual birth norm of 
22,000 and a birthrate of 15 per million, while that city’s 
actual birthrate for the last few years had only been around 
10 per million, with around 15,000 births. On the average, 
every village and township has a surplus of over 130 over 
the set birth norms, which also means that all these villages 
and townships, including even those that are backward in 
family planning work, can fulfill the norm without any 
effort. This has also the side effect that some regions that 
are backward in family planning work still feel very 
pleased with themselves because they have fulfilled the 
birthrate norm that had been assigned to them by higher 
authority, little caring that this was only possible because 
the target they were given had been set too loose. There are 
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also other cases where equal targets were handed down, 
regardless of how large a disparity existed in the founda- 
tions of the different regions. The tendency will then be 
that region which have a very good working foundation, 
will need make no further effort, but may sit back and 
quietly await attainment of the target. But in the regions 
which originally had poor working foundations, it will then 
happen that their target is set very high, and since they will 
in that case anyhow not be able to fulfill their targets, they 
will assume a negative attitude, disheartened by the diffi- 
culties and the idea that all hard work would get them 
nowhere. Both these above-mentioned tendencies are 
having a detrimental effect on the further development of 
family planning work. 


Second, the performance evaluation targets are too 
sweeping and too intricate; they are not scientific, and lack 
coherence and applicability. Targets are frequently set 
haphazardly, some targets set are later not checked, some 
items that ought to be checked had not been set down as 
required to be checked. No careful consideration is given 
to whether an item is reasonable, necessary, and useful, 
and as a result there are unpredictable changes in policy, 
there is no coherence between the targets, all this adding to 
the difficulties in the performance evaluations. For 
instance, for the evaluation of village and township popu- 
lations in connection with the responsibility system for 
achieving the objectives of family planning, some counties 
(cities) will set five norms this year and ten norms next 
year, without inner connection between evaluation targets, 
and will thereby create difficulties for the actual opera- 
tions. There are also some targets that are impracticable; 
for instance, the evaluation of the responsibility system for 
persons in the position of assistants in village and town- 
ship family planning work, where norms had required 
strict abstinence from accepting dinner invitations and 
accepting gifts. There is simply no way to check things like 
that. Here, an evaluation can only rely on qualitative 
analysis or on the general impression. 


Third, mere formalistic and insignificant performance 
evaluations. The special characteristics of these audits are 
that they don’t touch on the realities, they merely pay lip 
service, appear on paper, or are stuck on walls. Sometimes 
false evaluations are prepared to humor higher authorities 
who want them for their investigations and appraisals by 
comparison. Some do not audit at ordinary times but 
prepare an estimation in place of a proper evaluation at the 
end of the year (or in the middle of the year). Others again 
do audit at ordinary times and keep records, then at the 
end of the year (or in the middle of the year) “play out their 
winning card,” while those in higher authority will will- 
fully add or reduce to balance things out. Others will again 
prepare performance evaluations in surges, sometimes 
they do and sometimes they do not, sometimes they are 
strict and sometimes they are lax, and sometimes they are 
ineffectual performance evaluations. 


Four, no prior verification of the data in the statistical 
report forms submitted from towns and townships down to 
the villages in the areas under evaluation, and also no 
verification of the relevant registers of persons. This leaves 
loopholes, of which the units under evaluation may take 
advantage. Take, for instance, the case of a certain county 
that evaluated the actual performance of a town in 1990. 
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The report form of the said village showed three persons 
with extra-plan births and 99 percent plan-conforming 
births. On spot-checking two villages, there were indeed 
three persons with extra-plan births. Because the evalu- 
ating personnel did not first check the reports of birth 
conditions and register of persons submitted from the 
towns down to the villages, it was questionable whether 
these three extra-plan births had indeed originally been 
reported in the original report forms or whether it was 
fraudulently reported that checks had been made? The 
evaluating personnel had no clear idea about it. The unit 
that had been subjected to evaluation plausibly and at 
length also stated in support: It so happened that you 
precisely selected for investigation two of our aberrant 
villages, and you have indeed found out that in 1990 there 
had been three extra-plan births throughout the entire 
town and township area area. Only after a lengthy reveri- 
fication did the evaluating personnel come to know the 
true situation, namely that of the three extra-plan births, 
only one had been mentioned on the original report form, 
the other two were fraudulently reported. Similar cases 
must have happened many times during the performance 
evaluations. The units under evaluation frequently pro- 
vide only the aggregate figures of the entire area, and do 
not provide the detailed figures and relevant registers of 
persons which villages and townships reported to the 
village organization, which would then allow getting hold 
of oversights and omissions, i.e. loopholes that some 
people will take advantage of. 


Fifth, ignorance of the various ways in which units that are 
to be evaluated cope with evaluations and suitable coun- 
termeasures. To weather the critical evaluation process, 
some units that are to be evaluated adopt the strategy of 
“meeting a policy formulated by higher authority with 
countermeasures that will in fact inactivate that policy.” 
Some will use every possible means, both hard and soft 
tactics, and will do their best to destroy or close off to 
access specimen points or draw lots to determine the 
specimen points. Others, after getting knowledge of the 
specimen points, will get busy day and night to fabricate 
false ledgers, false report forms, false birth records, false 
immunization certificates, etc. Some will even conspire 
with non-family planning households and people not prac- 
ticing birth control, teaching them methods to cope with 
the performance evaluation, forming a united front against 
the outside. Others, about whom some shortcomings have 
been discovered would try at all costs to buy over the 
investigators, and with soft and hard tactics ask for data to 
be changed. On the other hand, some of our evaluating 
personnel, faced with these tricks to counter the perfor- 
mance evaluations, either are ignorant of the facts, or lack 
countermeasures, or, knowing that it is wrong, participate 
in these doings. This will have the performance evaluation 
become permeated with falsehoods and get it completely 
out of shape. 


Sixth, specimen points are either too few or too many, 
which gives rise to two tendencies, one is to generalize 
basing on one partial aspect, and the other is tiring the 
people and draining the treasury. For instance, if a certain 
provincial party organization institutes sample evaluations 
in 33 counties (cities) ranked as key family planning 
administrations, and then uses the evaluation results as 
data to determine whether to abrogate their designation as 
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key county (city) family planning administrations. In eval- 
uations of such great import, one county (city) should only 
select three village work teams, i.e. one county (city) 
should select three towns and townships, each of these, in 
turn, to select one village. In a certain city where the actual 
level of family planning work is low, it so happens that 
three well-grounded “cun” villagers’ work teams were 
chosen for evaluation. In that case, it will be a smooth 
process for the province to abrogate the designation of 
““laggard in family planning” for that city. If, instead, three 
poorly qualified villagers’ work teams would have been 
selected, the designation of “laggard in family planning” 
would certainly not have been abrogated. Then there 1s the 
example of a certain province which in November of 1992 
instituted a | percent sample investigation of family plan- 
ning work throughout the province, choosing a very large 
number of specimen points, in general around 100 for each 
county (city). The huge expenditure of manpower, money, 
and time proved simply too much to bear for some of the 
economically less fortunate regions. It stands to reason 
that with so many specimen points, the investigation 
should have shown outstanding success, but not having 
given sufficient consideration to such problems as men- 
tioned under numbers 4, 5, and 7 of the above-listed 
shortcomings, the malaise was not cured. As a result, in 
some few places misrepresentations abounded, and that 
had a serious detrimental effect on the actual outcome of 
the evaluation. 


Seventh, the personal quality of a few of the evaluating 
personnel is deficient, as is their sense of principle. Some 
of the cadres in the regions under evaluation are not very 
proficient in their routine work, but prove masters in 
coping with performance evaluations. They have high 
standards in the cordial reception and treatment of evalu- 
ation personnel. Top leaders of party and government will 
make a personal appearance, and in addition to feasting 
and other excellent treatment, gifts will also be presented. 
Some will even pronounce that regardless of costs no 
shortcomings must be discovered in the evaluation. On the 
other hand, some of our investigators are, ideologically, 
not of high quality. After having accepted favors, they 
become pliable, kindnesses oblige, some violate discipline 
by abolishing or closing off access to specimen points prior 
to evaluation, some falsify investigation results according 
to the wishes of the unit under evaluation, and some close 
one eye to problems. No wonder that some people say, 
evaluation personnel come with one small empty bag, but 
leave with several bulging bags. What practical use are 
performance evaluations of this kind? [passage omitted] 


Unplanned Births of ‘Unintended’ Type 


94CE0158A Beijing RENKOU YANJIU [POPULATION 
RESEARCH] in Chinese No 83, 29 Sep 93 pp 60-61 


{Article by Lu Wenhuai (0712 2429 2037), Liaoning Pop- 
ulation Information Center: “Analysis of Extra-Plan Preg- 
nancies of the ‘Unintended’ Type”’} 


[Excerpt] The term “extra-plan pregnancies” in the present 
article refers to pregnancies that occur contrary to the birth 
policy laid down in local (provincial, centrally controlled 
municipality, and autonomous region) family planning 
regulations. In recent years, a particular kind of extra-plan 
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pregnancies has come to the attention of the family plan- 
ning administration throughout the area of Liaoning Prov- 
ince and Municipality. The intention in these cases of 
extra-plan pregnancies is not at all to bear another child in 
excess of the legal limit, but clearly, or not so clearly, the 
intention here is otherwise. I call this phenomenon extra- 
plan pregnancies of the “unintended” type. Even though 
occurrences are rather few, they are on the increase, and 
they, furthermore, form an important part of the larger 
group of extra-plan pregnancies in the region. Undoubt- 
edly, these extra-plan pregnancies of the “unintended” 
type are a new problem that has arisen in the present urban 
population and family planning administration, and it 
deserves our attention and study. 


1. Groups, Causes, and Characteristics of “Unintended” 
Type Extra-Plan Pregnancies 


There are mainly two groups of “unintended” extra-plan 
pregnancies. In the first group the intention is to use the 
extra-plan pregnancy as a kind of capital. When the 
government agencies or the units concerned are after them 
to take remedial measures, these demand that 
certain economic problems or social problems be resolved 
for them first, and that they would take remedial measures 
only after that has been done for them. The economic 
problems to which they ask for help, generally comprise: 
their employment, their transfer to another line of occu- 
pation, work, or work place, increases in wages or allow- 
ances, asking for some kind of financial help, demanding 
help in resolving some housing difficulty or to improve 
their present housing, asking and to resolve some other 
economic dispute. The social problems generally comprise: 
reinstatement in a job after transfer or dismissal from an 
enterprise, demanding punishment for unit leaders or 
other personnel whom they accuse of “unfairness,” and 
demanding resolution of other social disputes. All the 
above methods, whether economically or socially moti- 
vated, are conscious plans to get what they want by means 
of an extra-plan pregnancy; they may therefore be consid- 
ered the “means to an end” type pregnancies. 


The second group may be called the “accidental” type. 
There had been no intention to get pregnant, yet pregnancy 
unexpectedly occurred. They generally comprise: unex- 
pected pregnancies due to illicit cohabitation, unexpected 
pregnancies due to prostitution, and unexpected pregnan- 
cies in cases of marriages before the legal marriageable 
ages. 


The occurrence and increase of the “unintended” extra- 
plan pregnancies are not at all fortuitous phenomena. Let 
us first look at them from the angle of social change and 
social psychology. Reform and opening up are large social 
transformations; they have upset the norms of traditional 
behavior without establishing new behavioral norms. In 
this kind of a transitional period from old to new, all kinds 
of complex economic contradictions and social contradic- 
tions may arise. The people’s mentality also will undergo 
great changes, and some people may develop an abnormal 
mentality and behave as if out of control. For instance, 
people, who for a long time remain unemployed in this 
society, are frequently developing serious psychic depres- 
sions, while personnel let out of enterprises on long leave 
may become suffering from inferiority complexes and may 
act out their discontent in obnoxious ways. 
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Second, in some cases of warped mentalities and out- 
of-control behavior, and prevelent, unhealthy social prac- 
tices, the effect is adding fuel to the flames. There are, for 
instance, some responsible cadres in certain units who 
handle cases unfairly, use public office for private gain, 
misuse the powers of office, and subject people to injus- 
tices. When things become critical, the people who have 
been treated unjustly will try even the score by going to 
extremes. There are also people who are afflicted with 
inflated egos, who place money above all other consider- 
ations, who will turn right and wrong upside down, and 
who viciously cause trouble for no reason and use coercion 
against the party organization. 


Third, the important position that family planning is now 
occupying as a fundamental state policy gives some people 
the wrong idea that here is a chance for bribery. At present, 
one “negative vote” in matters of family planning can 
already constitute a rigid indicator that will be critical in 
the assessment of a particular unit's performance, which, 
in turn, will have a direct bearing on the economic inter- 
ests of the responsible cadres and the entire personne! of 
the unit in question. When people in such a situation will 
be looking for an opportunity to stir up trouble and to 
intensify the contradiction, they will think it a most 
powerful move to play the “extra-plan pregnancy” card. In 
the past, in the course of family planning and service 
activities, some agencies in charge had indeed rendered 
warmhearted assistance to some households of child- 
rearing ages that had gotten into genuine difficulties. Such 
normal cases may have aroused in a small number of 
people an abnormal and obnoxious motivation, having 
them erroneously assume that it would be possible by 
means of extra-plan pregnancies to “gain some illicit 
profit” and take undue advantage of a situation for one’s 
own benefit. 


Finally, in recent years, changes have occurred in Chinese 
social relations as to such concepts as chastity and mar- 
riage. The dirty dregs of prostitution have resurfaced, and 
unmarried cohabitation and underage marriages are wide- 
spread. This has had the numbers of “accidental” type and 
“unintended” type extra-plan pregnancies increase 
without any sign of abating, and has become a social 
phenomenon that ts causing grave concern. 


The following are some of the characteristics of the “unin- 
tended” type of extra-plan pregnancies: 


1) Inferior quality of the relevant person as a work subject. 
Using extra-plan pregnancies as capital and as a means to 
make unjustified demands against the party organization 
are generally actions by a small number of people of 
inferior mentality and low level of general education. 
Some of these people have done time in the two institu- 
tions of “reform through labor” (reform of criminals 
through labor, reeducation of juvenile delinquents through 
labor), some are vagrant riffraff. Illicit relations between 
the two sexes and subsequent pregnancies are also mostly 
occurring among people of inferior personal quality. 


2) The arduous nature of efforts at solution of the problem. 
If the relevant person as a work subject is not of a 
somewhat higher type, it is often the case that the conflict 
between the individual and the party organization has 
sharpened to a certain extent, that the individual believes 
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that his problem cannot be resolved in a normal way, and 
that he will then heartlessly strike out in the wrong way and 


play the “extra-plan pregnancy” card. Behind what out- 
wardly appears a simple “extra-plan pregnancy” phenom- 
enon there is hidden in the background a complex contra- 
diction, and effective resolution of these types of problems 
is a very thorny affair. 


3) Widespread involvement of many departments and 
units. The economic and social contradictions that are 
background to “unintended” extra-plan pregnancies fre- 
quently involve many sectors of society, such as public 
health, civil affairs, industrial and communications, 
urban construction, public safety, and judicial depart- 
ments. The contradictions cannot possibly be resolved 
by merely relying on the family planning departments. 
These types of contradictions involve a large number of 
large and small units of society. On the other hand, 
during the economic reform, the leadership system of 
many units has changed, the organizational structure has 
been abolished, and personnel has changed. Some units 
have even been completely abolished or merged, and all 
this has created many unbelievable difficulties for the 
resolution of the said contradictions. 


4) The changing nature in the types of objectives. Regard- 
less of whether the “unintended” exira-plan pregnancies 
had been of the “means to an end” type or of the 
“accidental” type, the initial and original objectives of the 
persons involved may not have been a childbirth in excess 
of the plan limits, but rather to take on manifestly the role 
of an extra-plan pregnancy. Following the many changes in 
such factors as the external environmental conditions, the 
eruption of contradictions and their treatment, the 
internal motivations in the pregnant persons may also 
change. If the problem is not dealt with appropriately, the 
objective pursued by the person having the extra-plan 
pregnancy may change from the intention of not having a 
childbirth to the intention of having a childbirth. Each case 
of this kind of a “pregnancy situation”; therefore, entails 
an extra-plan birth and the danger of it. 


2. “Unintended” Extra-Plan Pregnancies Pose New Tasks 
for the Administration of Urban Family Planning 


According to investigations conducted in a certain large 
city of Liaoning Province, it was found that although 
urban family planning work been a primary concern in 
recent years, nonetheless, many new situations and new 
problems gave arisen. Although the “unintended” type 
extra-plan pregnancies occurences are few, the tendency 
has been to develop from nothing to something and from 
few occurrences to many occurrences. For instance, in one 
city ward, from January to May in 1992 and in 1993, there 
were 62 cases of persons with extra-plan pregnancies doing 
ideological mobilization work, along with the participation 
of the party secretary in charge of family planning. A later 
analysis established that 38 cases were of the “unintended” 
type, i.e. 61.3 percent. The analysis showed that extra-plan 
pregnancies of the “unintended” types were the highest, 
floating population was second, and extra-plan pregnan- 
cies among personnel residents in who wanted more chil- 
dren was third. [passage omitted] 
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Fujian Concentrates on Highway Construction 


OW2012024093 Beijing XINHU.4 in English 0212 GMT 
20 Dec 93 


[Text] Fuzhou, December 20 (XINHUA)—Highway con- 
struction in Fujian Province is continuing in full swing 
through the winter season. 

A provincial official in charge of transport said that this 
south-east China Province had already spent about 700 
million yuan on laying 400 kilometers of roadbed this year. 


“The hi highway in the province will be extended 
by 241 kilometers by the end of this year,” the official said. 
Fujian is one of the provinces which piloted in the reforms 
and opening further to the outside world, and its economy 


has developed more rapidly over the past decade and 
more. 


But its economic development has been hampered by poor 
transport facilities due to historical factors and geographic 


To solve the bottleneck problem, Fujian last year decided 
to invest more in highway construction. 


According to the decision, the province would build a 400- 
kilometer-long expressway running from Fuzhou, capital 
of Fujian Province, to Xiamen, one of China's special 
economic zones, and Zhangzhou in the southern province, 
and upgrade and expand five national and one provincial 
highways and a number of trunk highways to form a 
transport network. 
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Impact of GATT on Grain Output 


94CE0097A Beijing ZHONGGUO NONGCUN JINGJI 
(CHINA'S RURAL ECONOMY] in Chinese 
No 9, 20 Sep 93 pp 48-51 


[Article by Chen Jiyuan (7115 0679 0337) and Deng 
Yiming (6772 0001 7686) of the Rural Development 
Research Institute, Chinese Academy of Social Sciences: 
“A Discussion of China's ‘Re-entry in GATT,” its Impact 
on Grain Production and Policy Recommendations” } 


[Text] As China imports rather large quantities of grain 
every year, the main topics of analysis in this article are 
what beneficial and detrimental effects China's re- 
accession in GATT will have on China's grain system 
and what policies should be adopted to deal with these 
problems. 


1. Analysis of Future of China's Grain Trading in the World 


A basic question to ask before discussing how China's 
“re-entry in GATT” will impact on China's grain system 
is: Looking ahead, will China be importing or exporting 
grain? In 1962-1991, China imported a total of 157.231 
million tons of grain, at an average rate of 5.42 milhon 
tons annually. Looking ahead, and basing our estimate on 
the 1962-1991 average annual grain import rate of 5.42 
million tons, China's grain imports wil! reach 50 million 
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tons by the year 2000. We came to this conclusion after 
analyzing the following grain supply and demand trends in 
China. 

(A) Analyzed from the standpoint of grain demand, the 
factors which influence grain demand increase are increase 
in population and rise in per capita income. China's 
population by century's end will be close to |.3 billion. The 
annual population increase will add an additional grain 
demand of 3.15 million tons, using as estimates 200 kilo of 
grain consumption per capita and an annual increase of 
15.75 million people. Rise in per capita income will also 
increase demand for grain. In many developing countries 
in the Asia Pacific area, the elastic rates of demand for 
grain relative to income range between 0.4-0.9; based on 
our analysis, China's elastic rate of demand for grain 
relative to income ts 0.6. In recent years, the adjusted rate 
of our national economic development has been 8 percent, 
suggesting that the per capita income has also increased by 
a similar margin. Even the lowest estimate puts the rate of 
increase at 5 percent. Using the following formula for 
calculating the rate of grain demand increase: D = P + eg ' 

(in which D is the rate of grain demand increase, P the rate 
of population increase, g the rate of per capita income 
increase, and ¢ the elastic rate of grain demand relative to 
income), therefore D = 1.4 percent + 5 percent x 0.6 
percent = 4.4 percent. 


(B) Analyzed from the standpoint of grain supply. the 3.1 
percent average annual rate of increase in 1950-1975 
dropped to 2.9 percent in 1975-1985, and further to 2.2 
percent in 1985-1992. The rates of grain supply increase 
are trending downward. It 1s estimated that by century's 
end, China's grain output will reach 520 million tons, with 
an average annual rate of increase of 1.9 percent. The 
reasons the rates of increase are dropping are: 


1. Decreased amount of farmland under cultivation. From 
1957-1991. a total of 243 million mu of farmland were 
taken out of cultivation, an average of some 7 million mu 


per year. 


2. Decline in soil quality in farmland under cultivation. 
According to statistics of China's Second Soil Quality 
Survey, the proportion of land was 59.1 
percent of all farmland under cultivation, the proportion 
of farmland lacking potassium was 22.4 percent, and the 
proportion of farmland lacking both ingredients was 13.8 
percent. Farmland with less than 0.6 percent of organic 
contents constituted 10.6 percent of the total area under 
cultivation. 


3. Aging water conservancy facilities. A majority of water 
conservancy facilities were built in the 1950-1960 era, and 
all of these are aging. In 1978, only 55.4 percent of the 
irrigated farmland was irrigated by motorized or electric 
means, in 1991. it was 57.8 percent, an increase of only 2.4 
percent in 13 years. 


4. Prospects of increasing fertilizer use to boost grain 
production are not bright. The reasons are: a) In 1991, 
fertilizer use in China per hectare of cultivated land 


already reached 249 kilo, which is close to the fertilizer 
usage standard of developed countries, and further 
increase in the use of chemical fertilizer will not marginally 
increase grain productivity by much. b) Slowing down of 
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peasant income increase means peasants lack the pur- 
chasing power to buy chemical fertilizer. Summarizing the 
above, the rate of grain supply increase by the year 2000 is 
likely to be around 2 percent. Thus, the rate of 

demand increase in China will exceed the rate of 
supply increase, AY, LA, fd FS 
the two. The gap between supply and demand by the year 
2060 will be 50 million tons, requiring on average an 
annual import of 5.55 million tons, or over 50 percent of 
the world’s grain exports. Looking ahead, therefore, China 
will likely become one of the world’s largest grain 
importing countries. This is the basic finding 
analysis of the impact of “re-entry in GATT™ on China’s 


Impact of “Re-entry in GATT™ on China's Grain System 


tion by imposing quota or tariffs on grain imports and by 
subsidizing grain exports. Since the 1970's, developing 
countries have changed from subordinating grain pro- 
ducers in the interest of industrial development to pro- 
tecting the former. Among Asia’s most rapidly 
economies of Japan, Korea, China's Taiwan Province, all 
eee 
This 1s by no means accidental 


1. Comparing grain production with manufacturing pro- 
duction, the former has a long production cycle, slow 
capital turnaround, low utilization rate of fixed assets, and 
very slow transfer of values. Manufacturing industries, on 
the other hand, have a short production cycle, fast turn- 
around of capital, high utilization rate of fixed assets, and 
rapid transfer of values; furthermore, manufacturing 
industries can, by ee See 
increasing the number of factones. expand the overall 
scale of production, and can manipulate the time factors 
involved to expand the scope of production. Grain pro- 
duction, however, 1s lumited by the area under cultivation, 
which allows little leeway for expanded production, and 
even less in terms of shortening the time frame required 
for grain production. 


2. Grain production is easily exposed to rav of 
weather, plant diseases and pests. and the ratio of input 
and output in production can usually not be guaranteed. 
On the contrary, manufacturing industnes are seldom the 
victims of seasonal weather or natural disasters. 


3. The price elasticity in grain supply and demand 1s not 
only lower than that of manufactured products, but also 
lower than those of other economic crops and animal food 
products. In terms of the clastic theory of supply and 
demand. the less elasticity in supply and demand. the 
greater the changes in prices linked to changes in fixed 
supply or demand. Therefore. [to deal with grain imports 
after China's re-entry in GATT] government interventions 
will be necessary not only within China, but at its borders 
as well. 


4. The rate of grain price increase 1s slower than that of 
manufactured products. This is because manufactured 
products have numerous processing outlets, and with the 
completion of cach processing cycle, prices are increased 
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accordingly. Even if grain were to undergo further pro- 
cessing. however. the scope of processing would be limited 
and the rate of subsequent price rise rather slow. China will 
therefore have to support [its domestic] grain prices. 


Summarizing the above. i ts our sudgment that China must 
stand on the principle of grain self-sufficiency and. since 
coordination on a worldwide basis 1s lacking, China must 
take steps to protect its own grain producers and to intervene 
im grain imports and exports at the border. This 1s a basic 
principle China must adhere to after “re-entering GATT.” 


(A) Beneficial Effects of “re-entry in GATT” on China's 
grain system. 

1. The ultimate objective of the GATT negotiations 1s to 
promote free trade worldwide, only with free trade can 
capital be most efficiently allocated on a worldwide basis, 
which in turn can provide the impetus to individual 


JPRS-C AR-94-063 
10 January 1994 


countnes to expand and develop production. Trade pro- 
tectionism however interferes with efficent allocation of 
capital. At present, China's graim trade ss basically not 
being protected. China has ver iow tanffs on gram. and in 
particular, none on the import of husked noe. China poses 
no obstacles to any negotiations to reduce tanffs on gram 
imports. After China's “recntry in GATT™. however, 
world market grain prices will likely mse across the board. 
According to analyses of the U.N. Food and Agnculture 
Organization, if trade restrictions were climinated by all 
marke! coonomy countines, pnoes of wheat 
would nse by 20 percent, coarse grain by 16 peroent and 
husked noe by 14 percent. If free trade were engaged im by 
all wheat-trading countnes, world market pnoe of wheat 
would nse by 11 percent. and market price fluctuations 
reduced by 35 percent. 
Based on our analyses. sf the United States climinaied 
grain cxport subsidies, world grain prices would mse by 10 
percent. See table |. 








Table 1. Comparison of U.S. and World Grain Export Prices (S/ton) 







































































Year US. Share World V orld Grate US. Graie | Difleremce 
Grats Expert % Export Price Lapert Proce i _ 
1975 470 162.3 | 1542 | $0 
1976 485 1466 | 132.0 | a7 
1977 449 130.2 | 1126 | 35 
- —— EE SD 
1978 49.1 1372 121.2 m4 
+ = oul 
1979 51.9 195.7 137.4 8 
1980) 50 6 182.2 1575 | 136 
198) 2 i 187.7 | 168.7 | 01 
1982 454 a 1635 | 1437 | 121 
1983 43.7 | 199.3 { S16 | “9 
1984 438 } 199.2 i 1992 | , 
1985 35.7 | 1413 | 141.3 | 0 
4 m + — Ee 
1986 | x) 4 131.7 | 1149 | 128 
oe — oc 
1987 ce | 1180 | 928 | 21.2 
- ———————— 
1oR8 432 1443 } 198 | 169 
198y 459 163.0 | 1996 | 44 
_— a — _--—__—_—— 
Average 445 1520 iM- 10) 3 














Source of data statretce! calculatnons from Handhock on Ching and 4 orld Grare Data. odined by Wang Wombas | 3760 ‘2450 $478) pp 227- 234 





Table | illustrates two issues clearly: a) The years in whoch 
U.S. export subsidies were low, grain exports also 
decreased. In 1984-1985, US. subbsidees were very low, 
and US. grain exports as 2 proportion of the world export 
market were only 35.7 percent, but with world grain 
ennsthds Goan vathuced Gute Gehem dit wo. 00 Ges Uained 
States climinated export subsidies, world grain prices 
would rise by 10 percent. Therefore, after China “re-enters 
GATT.” and assuming all the grain exporting countries 
eliminated export subsidies and trade restrictions (though 
elimination per se 1s extremely difficult to carry out), then 
world grain prices would generally mse. and if China's 
grain enterprises were operating by market mechanism. 
domestic grain prices would also mise and this would 
benefit China's grain producers. 


2. In terms of the overall multilateral trading sysiem., 
however, China as 2 country also exports agncultural prod- 
ucts, and with the gradual relaxation of agncultural protec- 
thonrsm, China's agncultural products will gain a larger 
share of the world market. In addition, with the Isfitsng of 
trade resinictsions. pnoes of world agricultural products will 
mse whch will increase the cxport carnmings of China's 
agricultural products. As an indirect comsegucnce, China's 
peasant income wil) also nsec, whech will lead to greater 
inputs and accelerated development im grain production 


(B) Detrimental Effects of “Re-ary in GATT” on China's 
Grain Output 


1) China's main grain import 1s wheat. In 1991, wheat 
imports totalled 12.37 million toms, accounting for 92 
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percent of all grain umports that year. But China's wheat = t0 control or restnict the amport of products from ternones 
market price 1s higher than the world marke! pnce In 380 of other Comiracting for purposes of col- 
1992, Chima’s domestac wheal price was $146.55 per ton. taxes and other expenses.” 2 GATT-prescnibed “pro- 
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to add to the large poo! of surplus lebor 

IIL Maan Pelcy Recommendations For Before and After 
China's “Re- entry in GATT™ 

A. Protect domestic gram producers 

It ts our sudgment that Chana’s “re-entry in GATT™ will have 
greater detrimental than bemeficxal umpact on China's gran 


From the standpowt of the fundamental punmpices of 
GATT, the essence of GATT ss t0 promote 2 sysiem of free 
trade based on 


D. implement the hs between Chona’s domestic gram 
market and the world market. To carry thes oul, we mend to 
take the following concrete sieps 

1) We should encomrage gram expom ongamzaiions and 
dGomesiac gram enierprscs to develop toward 2 marke! 


2) We should adwst the composmon of gran vamemes and 
rasse the quaisty of graun for exports. Chana now exports 


E. Quackly establish and perfect a two-stage sysiem of gram 
reserve and siorage. 


Agnoultural Organization 


3. Based on exchange raic of remmonty 5.8 yuan to one LS 
dollar. 
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Control Yuan Report Lists Wealthiest Officials 


94CM0060A Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 345, 
23 Oct 93 pp 34-38, 41-42 


[Article by Ch’iu Ming-hui (6726 6900 6540) and Yang 
Sheng-ju (2799 2573 0320): “Billionaire Politicians; Midas 
Touch Financial Management Skill”’} 


[Excerpts] If the report of the assets of government officials 
that the Control Yuan published on 9 October were to be 
sent to Chin-shih-tang Bookstores throughout the prov- 
ince, it would certainly make the bestseller list. Even 
though it might not place first, it would certainly be the 
most captivating book this week. 


This special publication not only satisfies the curiosity of 
the general public about the wealth of high officials, but it 
also virtually changes the views of many people about 
government. Everyone finds, to their astonishment, that 
without money, one is virtually unable to practice politics. 
Furthermore, money means not just NT$1 million, but 
NT$10 million, or even NT$100 million. 


Of the 90 public servants whose wealth was published, it is 
estimated that, surprisingly, 14 had assets of as much as 
NT$100 million, and if President Li Teng-hui, who bought 
a villa at Tahsishan Village is included, one sixth of the 
public servants have a personal worth of NT$1 billion. 


Twelve of them are government officials, including Prime 
Minister Lien Chan [6647 2067], Minister of Interior Wu 
Po-hsiung [0709 0130 7160}, Control Yuan members K’o 
Ming-mou [2688 2494 6180] and Li Shen-i [2621 0135 
0001], ministers without portfolio Kuo Yuan-jung [6753 
1238 1369] and Huang Shih-ch’eng [7806 4258 1004), 
Examination Yuan President Ch’iu Ch’uang-huan [6726 
0482 3562), Judicial Yuan President Lin Yang-kang [2651 
3152 3263], Grand Justice Li Chih-p’eng [2621 1877 
7720], President’s Office Secretary General Chiang Yen- 
shih [5592 1750 1102], and Deputy Director of the Plan- 
ning Commission for Recovery of Mainland China Yeh 
Chin-feng [0673 6855 7685]. To use the term “diamond 
line-up” for this top echelon of power is no overstatement. 


Not long after issuance of the Control Yuan communique, 
the latest popular opinion poll fully reflected the people’s 
concerns. Fifty-one percent of the public felt that govern- 
ment officials whose property holdings were reported had 
more money than they thought. Another 46 percent of 
those interviewed believed that these government officials 
could not have accumulated their present wealth from 
their fixed salaries. 


In other words, unless their ancestors passed tremendous 
family wealth along to them, or unless they had a wife or an 
investment advisor who was skilled at investing and man- 
aging wealth to help them rake in money every day, these 
billionaire government officials apparently deserved to be 
scrutinized by Minister of Justice Ma Ying-chiu [7456 
5391 0046], who daily shouts his intention to crack down 
on grafters. 


Careful scrutiny of this list of names shows some have 
lived up to the story of “the sparrow that turned into a 
phoenix.” Who can imagine that an utterly destitute youth 
who had to go everywhere to collect animal dung for his 
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family use, could, after several decades as a government 
official, suddenly shake himself and become transformed 
into someone having a billion New Taiwan dollars in 
assets. Challenged by the outside world, quite a few 
government officials frequently “‘cry foul,” saying that 
their assets have been overestimated. However, for people 
like Lien Chan and Wu Po-hsiung, who were born with 
silver spoons in their mouths, whether they are truly worth 
a billion is not important. Possibly more important is how 
this great wealth should be handled. 


Lien Chan, who has such good luck that even the sea gives 
way before him, and Wu Po-hsiung, whose only remaining 
constituency is Alishan, but who absolutely will not with- 
draw from the race for provincial governor, have been 
termed two immensely wealthy government officials; they 
are indeed. The wealth of both comes from land, and they 
also hold substantial bank shares. The difference between 
them is that Lien Chan’s wealth stems not only from his 
father, Lien Chen-tung’s [6647 7201 2639] patrimony, but 
also from his mother who reportedly was also quite adept 
at money management. In addition, he married Fang Yu 
[2455 3768], a well-educated woman from a well-to-do 
family. As a result of the combination of money and 
power, he has become known as the most wealthy govern- 
ment official since the removal of the Republic of China to 
Taiwan. This is no overstatement at all. 


Just how wealthy is Lien Chan? Leaving aside his large 
tracts of land and real estate, and just looking at the value 
and the variety of the jewelry that his wife displays, for 
which possibly a whole drawer must be set aside, is enough 
to shame wives of officials who are not wealthy enough to 
declare their wealth. This 1s because the jewelry that Fang 
Yu wears on each occasion costs NT$! million at min- 
imum. Jewelry that costs less than a seven digit figure is 
apparently not to her liking. 


Therefore, people joke that if ever Fang Yu takes it into her 
head to show off all of her jewelry, she will wear NT$3.5 
million worth of yellow gold rings on her hands, diamond 
earrings worth NT$2 million in her ears, necklaces of the 
finest jade worth NT$1.2 million around her neck, 
brooches worth several hundred thousand new Taiwan 
dollars on her chest, wear a name brand diamond wrist- 
watch and name brand clothing, and carry a name brand 
purse. She will be like NT$10 million that can move right 
before your eyes. 


Given the Lien family’s circumstances and Fang Yu's 
background, the Control Yuan report figures may be 
somewhat low. Other antiques and works of art are not 
included in the report. People will find it hard to believe 
that the Lien family does not have a single calligraphy 
scroll or antique worth NT$200,000. Furthermore, the 
Lien family has invested more than HK$170 million in 
establishing the Yungsheng Investment Corporation, but 
information about how profitable this has been is also 
lacking in the report. 


Although the value of Wu Po-hsiung’s real estate holdings 
is far less, he has savings amounting to more than NT$42 
million, a figure that Lien Chan cannot match. Wu Po- 
hsiung’s wife, Tai Mei-yu [2071 5019 3768}, does not come 
from a well-to-do family like Fang Yu. Tai Mei-yu’s father 
was killed in battle in Southeast Asia during the Japanese 
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occupation period; thus, she grew up in the home of Wu 
Po-hsiung, Wu’s father bringing her up. For this reason, 
when the family land was parceled out, Wu Po-hsiung 
received one portion more than the other brothers. 


Wu Po-hsiung comes from a family of medical doctors. In 
addition to the New Citizens Hospital, which he inherited 
from his ancestors, he has quite a large amount of other 
property. When this report on property was made, because 
of the difficulty in calculations resulting from the different 
apportionment among the brothers, there was some delay. 
Although Wu Po-hsiung studied enterprise management, 
he rarely manages his own finances. He has a special 
investment advisor to handle his financial affairs. Tai 
Mei-yu may carry as much as NT$10,000 in her purse, and 
if she uses it all, she can replenish it each day. Like Lien 
Chan, Wu Po-hsiung also set up an investment corpora- 
tion—the Chih-Te Investment Corporation—in which he 
invested NT$140 million to obtain tax relief. 


Tai Mei-yu’s and Fang Yu’s jewels are as different as night 
and day. More precisely put, her most valuable necklace is 
worth NT$330,000. It does not qualify at all to be listed in 
a report with Fang Yu’s assets. Tai Mei-yu was formerly a 
teacher. Her professional background, as well as the frugal 
character of the Hakkas, means that Tai Mei-yu has 
declared only two necklaces, and the two together are 
worth only NT$660,000. 


Rather oddly, Wu Po-hsiung personally reported one red 
dragon worth NT$200,000. Reportedly, he has kept this 
red dragon for almost 10 years. Originally, a friend sug- 
gested that Wu Po-hsiung by this fish for his home so that 
he would have fish and water, which would benefit the 
ambience and the atmosphere [the Chinese word for fish 
sounds exactly like the word for surplus and is a symbol of 
prosperity, and water symbolizes renewed wealth]. There- 
upon, Wu Po-hsiung personally selected this red dragon. 
At first, Wu Po-hsiung pondered whether he should 
declare the red dragon, subsequently deciding that since it 
was worth more than NT$200,000, he should report it. 


Wu Po-hsiung has no golf club membership since he plays 
golf mostly when others invite him. Furthermore, some 
golf course owners are his friends. Therefore, for him, a 
golf club membership is not all that necessary. In addition, 
Wu Po-hsiung and his wife have purchased nearly NT$ 100 
million worth of life insurance, which may be an extraor- 
dinary amount for a government official. 


Next August, Wu Po-hsiung may move to Tahsinshan 
Village at Hunghsi in Taoyuan to become a neighbor of 
President Li Teng-hui. The house that Wu Po-hsiung has 
purchased is only half as large as Li Teng-hui’s. His 
original reason for buying it was that he wanted to main- 
tain roots in Taoyuan while his old home there was being 
renovated. In addition, the geomantic influences at Tahsi 
are good, and he has ties there. So he bought a villa there. 
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Today, thanks to the presence of Li Teng-hui, Tahsishan 
Village at Hunghsi has become an abode of the powerful, 
and prices have crept up too. Now, ownership of his villa 
alone makes Li Teng-hui a billionaire president. By com- 
parison with Lien Chan and Wu Po-hsiung, Li Teng-hui 
has gotten ahead more through hard work. Henceforth, 
more and more young students will resolve to become 
president. Li Teng-hui has been in government service for 
more than 30 years, four years as vice-president and five 
years as president. He has virtually no inherited wealth, 
but he has NT$44 million in savings, more than NT$7 
million worth of stock, a golf club membership worth more 
than NT$11 million, and jewels worth NT$1.8 million. 
This does not include calligraphic scrolls and objects of art 
that others have presented to him. 


Maybe it is nothing out of the ordinary to have so much 
wealth on a president’s salary, but the man in the street 
may change his view somewhat about political personages 
on this account. 


An example is Ch’iu Ch’vang-huan whose “sexual esca- 
pades” were the talk of the town not long ago. Earlier, he 
often spoke about his hardships and difficulties as a youth 
in an utterly destitute farnily. The public learned, to its 
surprise, only after publication of his wealth that this 
Examination Yuan president has savings of NT$12 mil- 
lion, stocks worth NT$15 million, jewelry worth NT$3 
million, and five parcels of land. Furthermore, his son, 
Ch’iu Che-i [6726 2548 3015], and his daughter, Ch’iu 
P’ei-lin pen 0160 3829), each have a house with a market 
value of approximately 20 million located at Tishih 
Garden Square on Anho Road, East. What is more, Ch’iu 
Ch’uang-huan is paying more than NT$100,000 rent on 
the house that he is currently occupying. 


Ch’iu Ch’uang-huan’s son, Ch’iu Che-ying [6726 3548 
3379], feels that the public overestimates his father’s 
wealth. He cites as an example the land located at Turtle 
Mountain in Taoyuan. He said that although these two 
parcels of land are zoned for building, they are too far 
distant from a highway. Entry is via a road that runs atop 
a ridge between fields. Furthermore, this place has high 
winds and is damp; thus, the value of the land is not high. 
Furthermore, land located along some fields is being used 
to grow fruit trees and bonsai that actually produce no 
economic returns. 


Six or seven years ago, some friends of Ch’iu Ch’uang- 
huan persuaded him to buy between 500 and 600 ping of 
land at Turtle Mountain. At first, some members of his 
family were opposed, and later on when it was found that 
this land was too much off the beaten track for develop- 
ment, it was decided to sell it in 1993. But there were no 
takers. The Ch’iu family’s financial affairs—particularly 
stock purchases—are the responsibility of Ch’iu Ch’uang- 
huan’s wife, Bai Ling-yu [4101 6875 3768]. Except for the 
buying of land, Ch’iu Ch’uang-huan seldom asks about any 
other investments. 
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Ranking of Billionaire Government Officials 
Ranking Official Position Name NT$ Value of Real Estate | NT$ Value of Movable Total NT$ Value 
Property 

1 Prime Minister Lien Chan More than 700 million More than 1.12 billion 1.82 billion 

2 Minister of Interior Wu Po-hsiung 256 million 284 million 540 million 

a Control Yuan K'o Ming-mou 330 million 21.4 million More than 350 million 
member 

4 Deputy Chairman, Yeh Chin-feng 210 million 9 million 219 million 
Mainland Affairs 
Council 

5 Judicial Yuan Lin Yang-kang 170 million 47.3 million 217.3 million yuan 
president 

6 Minister Without Kuo Yuan-jung 150 million 22.5 million 172.5 million 
Portfolio 

7 President Li Teng-hui 80 million 72.4 million 152.4 million 

8 President's Office Chiang Yen-shih 78 million 42.7 million 120.7 million 
secretary 

4 Control Yuan Li Shen-i 120 million 570,000 120.57 million 
member 

10 Judicial Yuan Grand Li Chih-p’eng 105 million -800,000 104.2 million 
Justice 

11 Minister Without Huang Shih-cheng 104 million -1.45 million 102.55 million 
Portfolio 

12 Director, Palace Ch'in Hsiao-i 96 million 6 million 102 million 
Museum 




















Huang Shih-ch’eng, who is from Changhua, also feels his 
wealth is overestimated. His wife, Ch’en Chao-o [7115 
2507 1230], who is a National Assembly member, said that 
all their land has been inherited, and that it is located in 
remote areas that even buses do not reach. One tract she 
visited only once, and her grandparents are buried on 
another plot. They are worth hardly anything at all. Before 
becoming magistrate of Changhua County, Huang Shih- 
ch’eng was a lawyer. He also ran a trading corporation 
located on Jenai Road in Taipei. Today, however, he 
neither practices law nor runs the corporation. He depends 
entirely on his salary. 


Chiang Yen-shih’s billion still comes mostly from land. He 
gets more than NT$1 million a year from two houses, one 
on Anho Road, and the other on Ihsien Road. When 
another more than NT$24 million in savings, more than 
NT$2 million in stocks, and more than | million in gold 
bars are added in, to call him the “Diamond Secretary” is 
no exaggeration. 


Lin Yang-kang, who has designs on the president’s seat, 
has no less wealth than Li Teng-hui even though he has yet 
to gain that seat. Although his NT$20 million in savings is 
only half that of Li, he owns a large tract of land, and he 
holds NT$5 million worth of bonds. His wife, Ch’en 
Ho-ping [7115 0678 1629], has more than NT$21 million 
invested in two corporations. 


Most curious is Lin Yang-hsiang’s and his wife’s leasing of 
16 hectares of government forest land at Shuili Village in 
Yuch’ih Township, Nantou County. This matter has raised 
a lot of eyebrows. The after-the-fact explanation that Lin 
Yang-hsiang has provided is that he leased this land 40 
years ago while still a student at Taiwan University. At that 
time everyone was very enthusiastic about afforestation, 


and his father was also an afforestation enthusiast. He 
positively has not used his position as president of the 
Judicial Yuan to lease the land. 


The return from this forest land is difficult to estimate. 
Maybe the young Lin Yang-hsiang developed the habit of 
“mountain climbing” because of his frequent inspections 
of forest land. This habit may be unexpectedly helpful to 
him in moving up to the office of president. Nevertheless, 
one thing is certain and that is that should the grasslands 
Yuan president want to become a grasslands president, he 
will certainly not have to worry about not having enough 
money to get elected. 


Control Yuan member, Li Shen-i, who frequently describes 
himself as the son of a peasant family in Tainan, was also 
ranked a millionaire in this communique on wealth, but he 
said with some pain, “This is really an overestimate!” Li 
Shen-i, who has been a lawyer for more than 20 years, did not 
deny his penchant for investing in real estate, but he 
describes this as land he holds with others. 


Maybe so, but the land that Li Shen-i holds with others is 
scattered everywhere. In 1978, he and some friends bought 
farmland on the Kuantu Plain, himself investing NT$2.5 
million to buy 360 ping. In 1984, he and friends bought 
more than 3,100 ping of grassland located along Hsiuku- 
luan Creek in Yuli Town, Hualien in which he has a 
one-sixth interest. He also spent NT$! million for it. In 
1990, he and a Rotary Club friend bought 80 chia of 
mountain land in Juifang, only 5 percent of which is his. 
He spent NT$2 million for it, but an appraisal company 
estimates the value of this land to be NT$200 million. 


In this connection, not only did Li Shen-i write a letter 
demanding a retraction from the media, but he also 
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countered with the question as to who would be willing to 
buy the land were it to sell for 20 million? Subsequently, he 
also joked with reporters asking, “Would you buy it for 5 
million?” Li Shen-i said that the land he bought is not 
suitable for building houses. As for the 300 ping of land for 
which he paid NT$210 million to the “Academic Commu- 
nity Preparatory Committee of the Central Research Acad- 
emy,” so far he has done nothing with it. In addition, Li 
Shen-i bought a membership in the Tonghua Golf Club. 
He explained that he bought it only because he had helped 
the club solve some legal problems in return for which the 
club permitted him to buy the membership in installments. 
His membership has a value of NT$2.5 million. 


As for the four dwellings bought in Li Shen-i’s name, 
namely the ones he received following the renovation with 
friends of a 13-story building on 30 ping of land that his 
family had earlier purchased on Hoping Road East oppo- 
site the Science and Technology Building, one is his 
residence. The three others have been rented out, the 
proceeds providing retirement income for his father. 


However, in 1977, Li Shen-i bought more than 50 ping of 
land at the low price of several thousand New Taiwan 
dollars a ping in what is now the Hsini Planning Zone. This 
showed uncanny foresight. In 1993, he began selling off 
this land in order to clear up some personal debts, and to 
pay for his daughter’s education expenses abroad. How- 
ever, his asking price is NT$700,000 a ping, so because of 
the present depressed economic conditions, there have 
been no takers. This has irritated him somewhat. Li Shen-i 
said that estimates that he is worth NT$300 million are 
really far off the mark, but NT$100 million is a completely 
reasonable estimate. 


Minister Without Portfolio Kuo Yuan-jung’s land holdings 
are also very substantial. However, Kuo Yuan-jung 
explains that her land in Taichung City was inherited, and 
that the land she owns in Neihu and Tamsui was bought 
during the 1960's. Originally, houses could be built on that 
land, but later it was zoned a protected forest area on 
which construction is prohibited. It is not worth very much 
money now. 


However, Kuo Yuan-jung and her husband, Ni Wen-ya 
[0242 2429 0068], have more than NT$20 million in 
savings and short term securities. Their appearance on the 
Control Yuan’s list attracted particular attention. Kuo 
Yuan-jung said that inasmuch as she has always worked in 
a government agency, her financial management method is 
fairly “simple and clear.” 


People from Taichung say that the land that Kuo Yuan- 
jung holds in the Liming section of Taichung is located in 
the seventh rezoned area and close to the center of the city. 
It is worth no small amount of money. Therefore, it is no 
surprise that Kuo Yuan-jung is listed as a billionaire level 
government official. 


Not only did Kuo Yuan-jung buy some mountain land, but 
Grand Judge Li Chih-p’eng also purchased between five 
and six chia of mountain land in Wanli Township 15 years 
ago. At that time, the price was a little more than 
NT$200,000 per chia. Li Chih-p’eng says that he bought 
that piece of land purely with retirement in mind, but the 
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trees growing on that land today are between two and three 
stories high. The land was not bought with the idea of 
building houses on it. 


Commenting on being listed in the billionaire class, Li 
Chih-p’eng explained that houses like the one he is living 
in today at Neihu were bought for NT$500,000 20-odd 
years ago, but now the market price has risen to more than 
NT$20 million. “It’s not my doing!” 


Palace Museum Director Ch’in Hsiao-i’s declaration of 
calligraphic scrolls and antiques worth nearly NT$5 mil- 
lion also attracted some attention. However, his large 
free-standing home located in Lane 136 in Section | of 
Chihshan Road is also estimated to be worth more than 
NT$100 million. In order for him to be able to bury his 
head all day long in the study of historical relics, Ch’in 
Hsiao-i has been cloaked in a golden robe. Giving “a 
private matter” as a reason, he is unwilling to discuss this. 
However, members of the Ch’in family said that this is too 
preposterous. They have lived in this house for more than 
20 years. How can a more than 20 year old house be worth 
NT$100 million? 


People in the market say, however, that Chihshan Road is 
a red hot section of the city today. The land for the tall 
building built opposite the Palace Museum cost nearly 
NT$500,000 a ping some time ago. An asking price of 
NT$100 million for the 160 ping of land and the buildings 
on which Ch’in Hsiao-i’s house sits would not be an 
exaggeration. However, the Ch'in family notes that this 
house is only theirs to live in; they cannot sell it. Thus, it is 
really not very fair to say that they are billionaires. 


K’o Ming-mou, a member of the Control Yuan who is one 
of the champions whose assets have been published by the 
Control Yuan, was not listed in the Control Yuan’s pre- 
vious glittering listing. Today things are different. Of the 
29 members of the Control Yuan, probably only Lin 
Meng-kui [2651 1322 6311] and Hsieh K’un-shan [6200 
1507 1472] are richer than he. 


Current reporting on K’o Ming-mou and his wife shows 
more than 59 parcels of land alone, and all are located in 
either Changhua or Taichung cities. The K’o family’s 
businesses—Yusan Engineering and Yuisheng Construc- 
tion Company—aiso operate in these two areas. 


The land area that K’o Ming-mu has declared is also small, 
and his holdings are not great. Only three houses are under 
his name, but many people in Changhua believe K’o 
Ming-mou owns more houses than this. Nevertheless, a 
leader of Changhua’s white faction, K’o Ming-mou has 
always adopted a political posture of being more interested 
in politics than business. His coterie and his money 
interests in Changhua have always been substantial, so it is 
no wonder that Li Teng-hui has called upon him repeat- 
edly to run for county magistrate there. Furthermore, the 
election of Kuomintang candidates also depends on the 
degree to which they obtain K’o Ming-mou’s endorsement. 
The present estimate of his assets at between NT$300 
million and NT$400 million only includes the assets held 
in his name. The resources at K’o Ming-mou’s command 
are surely greater than this. 


Finally, a person that must be specially introduced is the 
richest woman government official today, Yeh Chin-feng, 
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the deputy chairman of the Planning Commission for 
Recovery of the Mainland who has been highly touted for 
election as the next secretary of the Haichi Hui [3189 1015 
2585}. 


Yeh Chin-feng said that the reason she and her medical 
doctor husband have so much land is that virtually all of it 
was inherited by her husband, Lin Yao-tung [2651 5069 
2639]. For example, the land in Fuhsing Township in 
Changhua County is all farmland that has not yet been 
divided up for inheritance, so she herself does not know 
where the land is located. 


Yeh Chin-feng also said that their four houses in Changhua 
City are dilapidated houses made of earth or galvanized 
sheet steel. The only building they have that is worth any 
money is the hospital on Minsheng Road that covers an 
area of nearly 400 ping, and this land was also purchased 
20 years ago for about NT$10,000 yuan a ping. She also 
said that since her husband is very conservative about 
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money management, the money he has is invested in 
houses and real estate. The two 30 ping of land houses they 
own in Taichung are located in the suburbs and not worth 
much money. Moreover, since she works in Taipei, she 
purchased a small house on 10 ping of land on Hsini Road, 
which is purely for convenience. 


Nevertheless, Yeh Chin-feng also admits that although 
most of the houses under their name are not worth much 
money, if they are renovated, they will be worth quite a bit. 
As for the estimate of her personal wealth at NT$200 
million, she said, “How can you compare the price of land 
in Changhua with Taipei.” Since Yeh Chin-feng actually 
did marry a medical doctor who has money and can buy 
property, becoming rich through her husband, a personal 
wealth of more than NT$100 million for Yeh Chin-feng is 
no exaggeration. It is just that her husband earned it. She 
herself is just a daughter who was married off, whose sole 
income is her salary. [passage omitted] 
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Poll on Current Sino-British Talks 


94CM0046A Hong Kong MING BAO in Chinese 
I Oct 93 p A6 


[““Seventy-Five Percent of Hong Kong Residents Felt Gov- 
ernor Should Disclose Content of Sino-British Talks in His 


Legislative Proposal”’} 


[Text] A public opinion survey indicated that three-fourths 
of Hong Kong residents hoped the governor would disclose 
the content of the Sino-British negotiations on political 
reform when he releases his legislative proposal next week; 
while the proportion of residents who hoped the governor 
would set a time limit on these negotiations increased to 50 
percent from the 30 percent of four months ago. In 
addition, over one-half of the residents agreed that the 
governor should submit his political reform proposals to 
the Legislative Council by the middle of October. 


The Hong Kong University Social Sciences Research 
Center announced yesterday the results of a public opinion 
survey it conducted on Tuesday and Wednesday [28, 29 
Sep] this week. The survey was based on telephone inter- 
views completed with 516 respondents in a random 
sample, with a completion rate of 53.8 percent. 


The survey revealed that three-fourths of the interviewees 
agreed the governor should disclose the content of the 
Sino-British talks in his legislative proposal, while only 
one-tenth disagreed. 


One-half of those interviewed agreed that a cutoff date 
should be set for the Sino-British talks, while three-tenths 
disagreed. Among those who agreed to set a time limit, 34 
percent thought the cutoff date should be as early as 
possible, 20 percent clearly hoped the cutoff date would be 
before the end of this year, and 21 percent considered 
more than one year should be allowed before ending the 
talks. 


When asked whether they agreed that the governor should 
submit his political reform proposals to the Legislative 
Council by mid-October, over one-half of the sample 
agreed, but 27.6 percent disagreed. 


A somewhat larger than one-third of the interviewees felt 
that the political reform proposals the governor submitted 
last year should be completely revised, but 28 percent 
thought they should be turned over to and decided at the 
Sino-British talks; only 11 percent felt that the political 
reform proposals should be submitted without change. 


Impact of Sino-British Agreement Assessed 


94CM0046B Hong Kong MING PAO in Chinese 
5 Oct 93 p Al6 


[Article by Cheng Yu-shuo (6774 1342 4311), director of 
the Hong Kong Municipal Science and Technology Col- 
lege’s Social Sciences Institute: “No Big Deal Even If 
Sino-British Talks Should Fail’’] 


[Excerpt] Britain and China want to maintain the channel 
for bilateral diplomatic contacts because considerable 
mutual benefits are involved—in order to maintain Hong 
Kong’s stability and prosperity, there will be basic coop- 
eration even when the relationship edges toward collapse 
as happened with the 4 June Incident and the publication 
of the draft political reform proposal. The reason China 
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does not want to wreck Hong Kong is because in recent 

years, Hong Kong’s industrial and commercial circles have 

firmly supported the position of the Chinese Government, 

a ao would not wish to see their benefits adversely 
ected. 


Therefore, in my personal estimate, the possibility of the 
Sino-British talks collapsing is not great; even if they did 
collapse and agreement could not be reached, the resulting 
impact would not be very great. On the one hand, this is 
because Hong Kong residents have low expectations that 
the negotiations would be successful, and the shock of not 
having any agreement would therefore be correspondingly 
limited. On the other hand, from a more serious perspec- 
tive, any agreement that might be reached between the two 
sides will likely be a tactical rather than strategic agree- 
ment; as both sides can no longer cooperate sincerely, any 
agreement reached will only involve cooperation to the 
extent that it minimizes damages to both sides while 
maintaining Hong Kong’s stability and prosperity. 


In point of fact, however, beginning in early April, the 
points of view and observed tendencies among Hong 
Kong’s pro-PRC media have shown that China intends to 
separate politics from economics, and even if no agree- 
ment is reached on the political system, maximum effort 
will be made in the economic area to maintain coopera- 
tion, for example, in approving the land-fill engineering 
project for the Central District; Wang Qiren [3769 0796 
0086], Hong Kong-Macao Affairs Office Deputy Director, 
has also publicly stated that it is China’s intention to 
continue to support the development of Hong Kong’s 
economy. 


The above line of reasoning assumes a rosy scenario; that 
is, even if China and Britain really cannot reach any 
agreement on the political system, the shock for Hong 
Kong will not be too great. However, undeniably also is the 
fact that without an agreement, there will be some side 
effects. To begin with, Britain will face considerable diffi- 
culties in turning the Hong Kong government over to a 
Special Administrative Region [SAR] government. The 
turnover, in and of itself, will involved myriad details, but 
from the mid-1980s to the present, not a great deal has 
been accomplished in terms of preparatory work. Now 
with only a little over three years left before the 1997 
turnover, one must wonder whether it will be possible to 
complete all the necessary preparatory work for the turn- 
over. If the situation should remain unchanged, the SAR 
government will certainly encounter difficulties during its 
initial establishment phase in 1996 and 1997. 


Furthermore, the lack of any agreement will impact on the 
rank and file civil servants in Hong Kong. Under the 
circumstances in which Britain and China cannot coop- 
erate with any degree of sincerity, how can these civil 
servants concentrate on their work? Will the status of 
senior civil servants be maintained? The highest-ranking 
civil servants have various options, namely, to leave, to 
emigrate or to stay and join the private sector in industries 
or commerce. It can thus be anticipated that without any 
agreement the civil servants will have no basis for making 
suitable plans. 


Furthermore, as the Hong Kong government becomes 
increasingly a “lame duck” government, it will have even 
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greater difficulties gaining majority support in the Legis- 
lative Council. At the same time, as the Hong Kong 
Government must perforce concentrate on managing the 
difficult Sino-British relationship, it will also have to 
devote what energy it has left to solve the larger issues of 
people’s livelihood, and many problems such as housing 
(particularly the problem of subdivided, multi-storied 
buildings) will become even more difficult to handle. 
Another example is medical services, where the whole set 
of concepts is no longer applicable; with costs of medical 
care continuing their upward climb, the per-bed intensive 
care cost is over a thousand Hong Kong dollars but 
patients now pay only some 40 dollars; the government in 
fact will not be able to continue to provide large scale 
subsidies to medical care, and without such government 
support, the standard of medical services will certainly 
decline. The government should encourage the younger 
generations to purchase their own medical insurance 
before this problem can fundamentally be solved. But if 
the government lacks the political will, how can it proceed 
to institute such reform? Confronted with [challenges of] 
the 1990s, the Hong Kong government should have new 
policy measures to deal with such issues, but the govern- 
ment has dragged its feet, not getting adequate support 
from the Legislative Council to take any action, and 
leaving many social problems of people’s livelihood beg- 
ging for solutions. We can well imagine in the days to 
come, the government will need to cope with the 1994 and 
1995 elections on the one hand, and with the transition in 
1996-97 on the other; larger issues of people’s livelihood 
may well have to be put off to the next century before they 
can be dealt with. 


Aside from the above, in a situation of Sino-British con- 
tention, with two clearly defined camps facing each other, 
both sides may well lack the ability to compromise. The 
closer we get to 1997, the stronger the pro-China forces will 
become; among them, some political parties may well 
decline to take part in elections, and the democratic 
faction facing no opposition will score another big win. 
This type of situation will make things much more diffi- 
cult, for while it is normal for any political party to win big 
under normal competitive circumstances, the situation 
would be much more complicated if the victory was the 
result of elections boycotted by other political parties. 


Naturally, if the Sino-British relationship should really dete- 
riorate, some economic projects will of course face great 
difficulties, such as the No. 9 container dock and the new 
airport. But the major difficulties will be on the Chinese side, 
because under the circumstance of mutual suspicion and 
extreme non-cooperation, it will not be easy at all to reach 
agreement on any indiv‘dual economic projects; this is not so 
much a case of the Chinese side refusing to grant permission, 
but when China and Britain distrust each other, no Chinese 
official would dare take on the responsibility to approve any 
individual economic projects. 


As for the stock and real estate markets, Hong Kong people 
have gradually adapted themselves to the Sino-British dis- 
putes, and will not attach great importance to the lack of an 
agreement. For after all, any agreement will only be a tactical 
move, and given the fact that 1997 is close at hand, the 
importance of an agreement is declining daily. Major inves- 
tors pay even less attention to the question of Sino-British 
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cooperation or to 1997, since the factor they most emphasize 
is still the future development potential of China. If China 
continues to reform and open up, and remains a good place 
to invest, then these investors would basically pay no atten- 
tion to the Sino-British dispute; were they to behave other- 
wise, investment activities in Hong Kong in recent years 
would certainly have been affected; yet on the contrary, the 
stock market and real estate market have continued to score 
new highs. Based on present development, unless Chinese 
economic adjustments hit rock bottom, and that coming on 
top of the Sino-British dispute, Hong Kong would not be 
affected to any serious extent. 


Contracting Foreign Employees Causes 
Controversy 


94CEOI0SA Hong Kong CHING PAO [THE MIRROR] 
in Chinese No 9, 5 Sep 93 pp 16-17 


[Article by Chen Yu-hsiang (7115 3022 4382): “Localiza- 
tion of Workers Hired From Abroad Hints at Conspiracy”) 


[Text] Hong Kong’s already unstable contingent of civil 
servants is seriously torn and divided over the British-Hong 
Kong government's sudden introduction of a new measure 
allowing the conversion of employees hired from overseas. 
Naturally, there is intense conflict between the local civil 
servants and foreign civil servants hired abroad, but even 
among local civil service groups, there is dissention. This 
has cast a shadow over Hong Kong's social stability in the 
post-transition period, which is most regrettable. 


The Hong Kong government has suddenly announced the 
policy of allowing foreign civil servants to turn local 
contract workers, and this has evoked strong repercussions 
among Hong Kong’s more than 100,000 Chinese civil 
servants who believe that this is clearly the Hong Kong 
government’s attempt to undermine the localization pro- 
gram. The Hong Kong media are almost unanimous in 
their opposition to this new policy. 


The British-Hong Kong government probably had not 
anticipated this loud voice of opposition toward this 
foreign civil servant conversion system, and except for 
sending a minister-level officer to hurriedly explain to 
Hong Kong’s several large civil service associations to 
minimize the impact of the incident, it tried to defend 
itself saying that the plan in no way contradicted the policy 
of localization of civil servants. 


Ford Misleads the Public 


According to the British-Hong Kong government's official 
explanation, the British rushed through the foreign civil 
servant conversion plan without prior deliberation or 
consultation because the government was concerned that 
the foreign civil servants might sue the government on 
human rights grounds, charging the government of 
depriving them of their right to continue to work in Hong 
Kong after 1997. In particular, many among the foreigners 
have lived in Hong Kong for seven years or longer, which 
would qualify them as local residents under the Sino- 
British Joint Declaration and the Basic Law’s definition. 
Upon making its studies, the Legal Department concluded 
that if the overseas employees should sue the government, 
there was a good chance that the government would lose. 
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Even before there is a lawsuit, the government has declared 
that it would lose. This is quite unheard of. Subsequently, 
the British-Hong Kong government’s Chief Secretary Ford 
defended this new plan saying it complied with the Sino- 
British Joint Declaration and the pertinent articles of the 
Basic Law and that it was an effective measure to keep the 
talented people in Hong Kong after 1997. 


Ford may be guilty of taking things out of context and 
misleading the people, because the Sino-British Joint Dec- 
laration and the articles in the Basic Law never discrimi- 
nated against foreign civil servants. Except for a handful of 
minister-level positions which must be filled by Chinese 
nationals after 1997 to give expression to Chinese sover- 
eignty and the policy of Hong Kong people ruling Hong 
Kong, other government department positions are to be 
recruited openly, and anyone with ability, regardless of 
nationality, is eligible for consideration. 


Thus, after the Hong Kong SAR government is established 
in 1997, the criterion for recruiting civil servants will be 
“appointment based on ability only,” and foreign-born 
civil servants will not be denied their right to continue to 
serve Hong Kong; however, the special privileges and 
benefits they enjoyed in the past under the rule of the 
colonial government will not be extended beyond 1997. 


British-Hong Kong Has Always Discriminated Against 
Local Public Servants 


An editorial in a Chinese language magazine actually 
called upon the Hong Kong people to be generous in 
accepting foreign civil servants to continue to serve Hong 
Kong after 1997, so that Hong Kong could retain its 
characteristic as a large international city. Some pro- 
Britain Legislative Council members even expressed con- 
cern that any rejection of foreign civil servants would infer 
or border on racial discrimination. 


This is pure “slavish comprador philosophy.” In the past, 
the British-Hong Kong colonial government has always 
favored foreign civil servants and has always discrimi- 
nated against native Chinese civil servants. It was only as 
a result of the arduous struggles of the local civil servants 
a decade or so ago that the Hong Kong government agreed 
to implement the policy of localization of civil servants. 
But there has never been any clear results, and the local 
public employees have long harbored much resentment. 
But now the British-Hong Kong government has executed 
a sneak attack by suddenly announcing the foreign civil 
servant conversion system, permitting those who meet the 
qualifications to convert to local civil servant status; they 
even called that a part of the localization process. 


This is stealing the sky and putting up a sham sun—a 
gigantic fraud. The original meaning of the policy to 
localize the public servants is pure and simple. It means to 
give the local Chinese employees who make up the 
majority of the contingent of civil servants a better chance 
of being promoted. But today, the government is trying in 
vain to call the foreign civil servant conversion plan a part 
of the localization process and even saying that this plan 
applies to less than 200 foreign public servants. This is a 
sly manipulation of statistics, because this handful of 
foreign employees all hold high-ranking positions in var- 
ious government departments, and if they are considered 
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local employees after 1997, they will never leave, and this 
will directly jeopardize the promotion opportunity for 
hundreds and thousands of local Chinese civil servants. No 
wonder when this new policy was announced, local Chi- 
nese civil servants were in an uproar. 


The authorities announced this new policy on the third day 
after Governor Patten had gone on vacation. Was it a 
coincidence, or was it pre-arranged? Before Patten left 
Hong Kong, he had said that during his vacation, he would 
read no official documents, nor did he want his subordi- 
nates to fax him anything which could spoil his holidays. 


Is Patten going to ignore everything and wait until the 
whole affair blows over before coming back to work, so 
that he would not have to face the local Chinese civil 
servants? The fact is, since Patten took office in July of last 
year, he has consciously or unconsciously let the foreign 
civil servants keep all the privileges they enjoy in the Hong 
Kong government. He not only has announced the con- 
tinued employment of Chief Secretary Ford who should be 
retiring, but he has also deliberately ignored Chen Tsu-tse 
[7115 4371 3419] who was expected to be the first Chinese 
to become chief secretary before 1997. Chen has become 
so discouraged that he eventually quit his position at the 
Education and Manpower Planning Department and qui- 
etly left the Hong Kong government. 


The British-Hong Kong Government's Move Divides 
the Civil Servants 


One of the main reasons for the Hong Kong government's 
announcement permitting foreign civil servants to change 
systems is that if qualified overseas employees were not 
allowed to turn local and keep their jobs, the government 
could be sued by the Overseas Employee Association for 
human rights violations. But according to the terms of 
employment of overseas workers, once the contract 
expires, the government has the right to renew or termi- 
nate any overseas employee’s contract as warranted. In 
other words, even if an overseas civil servant meets all the 
requirements of becoming a local employee, it does not 
mean that his or her contract will be automatically 
renewed upon expiration or that he or she can continue to 
work in the government. This is but the government's 
deliberate attempt to mislead the public. 


The already not very stable contingent of civil servants is 
badly torn and divided over this new measure suddenly 
introduced by the authorities allowing the conversion of 
foreign employees. Between the local and foreign 
employees, there naturally are serious conflicts, but even 
among local civil service groups, there are dissentions. 
This has cast a shadow over Hong Kong’s social stability in 
the post-transition period, which is most regrettable. 


Today, some local civil service groups are prepared to sue 
the Hong Kong government, and others are drafting pri- 
vate lawsuits to prevent the conversion of foreign civil 
servants. The matter has become even more complicated. 
It is learned that the Chinese authorities have formally 
asked to discuss the matter at the 27th round Sino-British 
Joint Liaison Group Meeting to be held in Beijing in 
mid-September. This no doubt will add another variable to 
the Sino-British negotiations over Hong Kong’s political 
reform. Prospects are grim. 
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